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AFFILIATED COMPUTER SERVICES, INC.
2828 North Haskell Avenue
Dallas, Texas 75204

September 30, 2005
Dear Stockholder:

It is my pleasure to invite you to the Annual Meeting of Stockholders of Affiliated Computer Services,
Inc. to be held on October 27, 2005 at 11:00 a.m., CDT at Cityplace Conference Center, 2711 North Haskell
Avenue, Dallas, Texas 75204.

This book includes the Notice of Annual Meeting, Proxy Statement and the Annual Report on
Form 10-K for our fiscal year ended June 30, 2005. The Proxy Statement describes the business we will
conduct at the meeting, and it, along with the Form 10-K, provides information about our company. I urge you
to read the enclosed information.

Please note that only stockholders of record as of the close of business on September 9, 2005 will be
eligible to vote at the Annual Meeting. Your vote is important. Please complete the enclosed proxy card or

voter instruction form and return it promptly.

We look forward to seeing you at the meeting.

Very truly yours,

Q/m; /Qzeum

Darwin Deason
Chairman of the Board
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AFFILIATED COMPUTER SERVICES, INC.
2828 North Haskell Avenue
Dallas, Texas 75204

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
To Be Held on October 27, 2005

To the Stockholders of
AFFILIATED COMPUTER SERVICES, INC.:

The Annual Meeting of Stockholders of Affiliated Computer Services, Inc. will be held at Cityplace
Conference Center, 2711 North Haskell Avenue, Dallas, Texas 75204 on October 27, 2005 at 11:00 a.m.,
Dallas, Texas time for the following purposes:

1. To elect directors to hold office for a one-year term and until their respective successors shall
have been duly elected and qualified;

2. To consider and vote on the performance-based incentive compensation for our executive officers;

3. To ratify the selection of PricewaterhouseCoopers LLP as our independent registered public
accounting firm for fiscal year 2006;

4. To consider and vote on a stockholder proposal; and

5. To transact such other business as may properly come before the meeting or any adjournment
thereof.

The Board of Directors has fixed the close of business on September 9, 2005 as the record date for the
determination of our stockholders entitled to notice of, and to vote at, the Annual Meeting of Stockholders.
Only stockholders of record at the close of business on the record date are entitled to notice of and to vote at
the Annual Meeting. A holder of shares of our Class A common stock is entitled to one vote, in person or by
proxy, for each share of Class A common stock on all matters properly brought before the Annual Meeting,
and a holder of shares of our Class B common stock will be entitled to ten votes, in person or by proxy, for
each share of Class B common stock on all matters properly brought before the Annual Meeting.

ALL HOLDERS OF OUR CLASS A COMMON STOCK AND CLASS B COMMON STOCK
(WHETHER THEY EXPECT TO ATTEND THE ANNUAL MEETING OR NOT) ARE RE-
QUESTED TO COMPLETE, SIGN, DATE AND PROMPTLY RETURN THE PROXY CARD
ENCLOSED WITH THIS NOTICE.

By Order of the Board of Directors

it . A Mo

William L. Deckelman, Jr.
Corporate Secretary

September 30, 2005



AFFILIATED COMPUTER SERVICES, INC.
2828 North Haskell Avenue
Dallas, Texas 75204

PROXY STATEMENT

for

ANNUAL MEETING OF STOCKHOLDERS
To Be Held on October 27, 2005

GENERAL INFORMATION

This proxy statement is being furnished to you as a stockholder of record, as of September 9, 2005, of
Affiliated Computer Services, Inc., a Delaware corporation, in connection with the solicitation by our Board of
Directors of proxies to be voted at the Annual Meeting of Stockholders to be held at Cityplace Conference
Center, 2711 North Haskell Avenue, Dallas, Texas 75204, on October 27, 2005, at 11:00 a.m., Dallas, Texas
time, or at any adjournments thereof, for the purposes stated in the Notice of Annual Meeting. The
approximate date of mailing this proxy statement and enclosed form of proxy to stockholders is on or about
September 30, 2005.

Record Date and Voting

Our Board of Directors has fixed the close of business on September 9, 2005 as the record date for the
Annual Meeting. Only holders of record of the outstanding shares of Class A common stock and Class B
common stock at the close of business on the record date are entitled to notice of, and to vote at, the Annual
Meeting or any adjournments thereof. As of the close of business on the record date, we had outstanding
119,049,235 shares of Class A common stock, $0.01 par value per share, and 6,599,372 shares of Class B
common stock, $0.01 par value per share. A holder of shares of Class A common stock is entitled to one vote,
in person or by proxy, for each share of Class A common stock standing in his or her name on our books on the
record date on any matters properly presented to a vote of the stockholders at the Annual Meeting. A holder of
shares of Class B common stock is entitled to ten votes, in person or by proxy, for each share of Class B
common stock standing in his name on our books on the record date on any matter properly presented to a
vote of the stockholders at the Annual Meeting. The Class A common stock and the Class B common stock
are the only classes of stock entitled to vote at the Annual Meeting. The presence, in person or by proxy, of the
holders of a majority of the issued and cutstanding shares of Class A common stock and Class B common
stock entitled to vote at the Annual Meeting or any adjournment thereof is necessary to constitute a quorum to
transact business. Abstentions and broker nonvotes (shares held by brokers or nominees as to which they have
no discretionary power to vote on a particular matter and have received no instructions from the beneficial
owners of such shares or persons entitled to vote on the matter) will be counted for the purpose of determining
whether a quorum is present. Abstentions are counted in tabulations of votes cast on proposals submitted to
stockholders to determine the total number of votes cast. Abstentions are not counted as votes for or against
any such proposal. Broker nonvotes are not counted as votes cast for purposes of determining whether a
proposal has been approved and will have no effect on the vote for any matter properly introduced at the
Annual Meeting. Under Delaware law, the stockholders do not have appraisal rights with respect to matters to
be voted upon at the Annual Meeting.

Vote Required

The affirmative vote of the holders of shares of Class A common stock and Class B common stock, voting
together as a class, having a plurality of the voting power, in person or by proxy, is required to approve
Proposal 1, the proposal to elect directors. Stockholders may not cumulate their votes in the election of
directors. The affirmative vote of the holders of shares of Class A common stock and Class B common stock,
voting together as a class, having a majority of the voting power eligible to vote and voting, either in person or
by proxy, at the Annual Meeting, is required to approve Proposal 2, the proposal to approve the performance-
based incentive compensation for our executive officers; Proposal 3, the proposal to ratify the appointment of



PricewaterhouseCoopers LLP as our independent registered public accounting firm for fiscal year 2006; and
Proposal 4, the stockholder proposal.

Proxy Solicitation, Revocation and Expenses

All proxies that are properly completed, signed and returned prior to the Annual Meeting will be voted as
indicated on the proxy. If the enclosed proxy is signed and returned, you may, nevertheless, revoke it at any
time prior to the voting thereof at your pleasure, either by (i) your filing a written notice of revocation received
by the person or persons named therein, (ii) your attendance at the Annual Meeting and voting the shares
covered thereby in person, or (iii) your delivery of another duly executed proxy dated subsequent to the date
thereof to the addressee named in the enclosed proxy.

Shares represented by duly executed proxies in the accompanying form will be voted in accordance with
the instructions indicated on such proxies, and, if no such instructions are indicated thereon, will be voted
“FOR” the nominees for election of directors named below, to approve the performance-based compensation
for our executive officers, to ratify the appointment of PricewaterhouseCoopers LLP as our independent
registered public accounting firm for fiscal year 2006 and to approve the stockholder proposal. Abstentions,
broker non-votes and proxies directing that the shares are not to be voted will not be counted as a vote in any
matter called for vote.

The cost of preparing, assembling, printing and mailing this proxy statement and the enclosed proxy form
and the cost of soliciting proxies related to the Annual Meeting will be borne by us. We will request banks and
brokers to solicit their customers who are beneficial owners of shares of common stock listed of record in
names of nominees, and will reimburse such banks and brokers for the reasonable out-of-pocket expenses for
such solicitation.




SECURITY OWNERSHIP OF CERTAIN
BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth, as of the record date, certain information with respect to the shares of
Class A common stock and the Class B common stock beneficially owned by (i) stockholders known to us to
own more than 5% of the outstanding shares of such classes, (ii) each of our directors and Named Executive
Officers, and (iii) all of our executive officers and directors as a group.

Amount and Percent of Amount and Percent of
Nature of Total Shares Nature of Total Shares  Percent of Total
Beneficial of Class A Beneficial of Class B Shares of Class A
Ownership of Common Ownership of Common and Class B Percent of
Class A Stock Class B Stock Common Stock Total Voting
Common Owned Common Owned Owned Power Owned
Name Stock Beneficially Stock Beneficially Beneficially Beneficially(1)
BENEFICIAL OWNERS OF MORE THAN 5% OF OUR COMMON STOCK
FMR Corp.(2)
82 Devonshire Street
Boston, MA 02109 ........... 9,912,993 8.33% — — 7.89% 5.36%
Capital Guardian Trust
Company(3)
11100 Santa Monica Blvd.
Los Angeles, CA 90025....... 11,017,277 9.25% —_ — 8.77% 5.95%
JPMorgan Chase & Co.(4)
270 Park Ave.
New York, NY 10017........ 7,137,846 6.00% — — 5.68% 3.86%
SECURITY OWNERSHIP OF MANAGEMENT
Darwin Deason(3) ............. 2,349,030 1.97% 6,599,372 100% 7.10% 36.86%
Jeffrey A. Rich(6)............. 699,487 * — —_ * *
Mark A. King(7) .............. 698,239 * — — * *
Lynn Blodgett(8) ... ........... 278,100 * — — * *
Warren D. Edwards(9) ......... 185,258 * — — * *
Frank A. Rossi(10) ............ 59,000 * — — * *
Joseph P. O'Neill(11) .......... 84,620 * — — * *
J. Livingston Kosberg(12) ...... 5,000 * — — * *
Dennis McCuistion(13) ........ 595 * — — * *
All Executive Officers and
Directors as a Group (fourteen
persons){14) ......... ... ... 5,086,150 4.17% 6,599,372 100% 9.10% 37.84%

* Less than 1%

(1) In calculating the percent of total voting power, the voting power of shares of Class A common stock
(one vote per share) and Class B common stock (ten votes per share) are aggregated. As of the record
date, there were 119,049,235 shares of Class A common stock and 6,599,372 shares of Class B common
stock issued and outstanding.

(2) Based on a filing by the stockholder with the Securities and Exchange Commission dated August 15,
2005. Such stockholder has indicated that it has sole voting power with respect to 1,248,288 shares and
no voting power with respect to the remaining shares and shared investment power with respect to all
shares.

(3) Based on a filing by the stockholder with the Securities and Exchange Commission dated August 15,
2005. Such stockholder has indicated that it has sole voting power with respect to 8,146,977 shares and
no voting power with respect to the remaining shares and shared investment power with respect to all
shares.
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Based on a filing by the stockholder with the Securities and Exchange Commission dated August 11,
2005. Such stockholder has indicated that it has sole voting power with respect to 5,339,297 shares,
shared voting power with respect to 539,523 shares and no voting power with respect to the remaining
shares and shared investment power with respect to all shares.

6,438,780 of the shares of our Class B common stock and 360,000 of the shares of our Class A common
stock reflected in this table are owned by The Deason International Trust (the “Trust”). Mr. Deason
holds the sole voting power with respect to such shares through an irrevocable board resolution passed
by the Trust. The investment power with respect to such shares is held by the Trust. The shares of our
Class A common stock noted in the table include 360,000 shares of Class A common stock which are
not outstanding but are subject to options exercisable within sixty days of the record date; and
6,136 shares owned by Mr. Deason through the ACS Employee Stock Purchase Plan. We have filed a
registration statement on Form S-3 with the Securities and Exchange Commission covering
1,504,562 shares of Class A common stock owned by Mr. Deason or the Trust.

Includes 610,000 shares of Class A common stock, which are not outstanding, but are subject to options
exercisable within sixty days of the record date; 453 shares owned through the ACS 401 (k) Plan; and
992 shares owned through the ACS Employee Stock Purchase Plan. Pursuant to an Agreement dated
September 30, 2005, Mr. Rich resigned as a director and our Chief Executive Officer effective
September 29, 2005.

Includes 603,000 shares of Class A common stock, which are not outstanding, but are subject to options
exercisable within sixty days of the record date; 75,000 shares of our Class A common stock owned
through King Partners, Ltd., for which Mr. King holds the sole voting and investment power as manager
of the general partner; 9,378 shares of our Class A common stock owned by Mr. King’s spouse, to which
Mr. King disclaims beneficial ownership; 2,251 shares of our Class A common stock owned through the
ACS 401(k) Plan; and 5,986 shares of our Class A common stock owned by Mr. King through the ACS
Employee Stock Purchase Plan.

Includes 262,600 shares of Class A common stock, which are not outstanding, but are subject to options
exercisable within sixty days of the record date.

Includes 180,000 shares of Class A common stock, which are not outstanding, but are subject to options
exercisable within sixty days of the record date; and 384 shares owned through the ACS 401 (k) Plan.

Includes 9,000 shares of Class A common stock, which are not outstanding, but are subject to options
exercisable within sixty days of the record date.

Includes 57,000 shares of Class A common stock, which are not outstanding, but are subject to options
exercisable within sixty days of the record date.

All shares are held in the Livingston Kosberg Trust. Mr. Kosberg holds the sole voting power and sole
investment power with respect to such shares as Trustee.

All shares are held in the McCuistion and Associates, Inc. Profit Sharing Plan. Mr. McCuistion holds
the sole voting power and sole investment power with respect to such shares.

Includes 2,776,600 shares of our Class A common stock, which are not outstanding, but are subject to
options exercisable within sixty days of the record date; 7,651 shares of our Class A common stock
owned through the ACS 401 (k) Plan; and 22,553 shares of our Class A common stock owned through
the ACS Employee Stock Purchase Plan.

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934 requires our directors, certain officers and persons
beneficially own more than 10% of our outstanding common stock to file with the Securities and

Exchange Commission initial reports of ownership and reports of changes in ownership of our common stock

held

by such persons. These persons are also required to furnish us with copies of all forms they file under this

regulation. To our knowledge, based solely on a review of the copies of such reports furnished to us and
without further inquiry, all required forms were filed on time except that Mark A. King, our Director,

4




President and Chief Operating Officer (now our President and Chief Executive Officer), filed a Form 4 on
October 19, 2004 with respect to 5,000 options exercised on October 12, 2004 and Dennis McCuistion, our
Director, filed a Form 4 on July 22, 2005 with respect to the purchase of 195 shares on May 6, 2005.

PROPOSAL 1
ELECTION OF DIRECTORS

The Board of Directors consists of seven directors. All directors must stand for election at the Annual
Meeting and shall hold office for a one-year term and until their respective successors are elected and
qualified.

Shares represented by proxies returned duly executed will be voted, unless otherwise specified, in favor of
each of the nominees for the Board of Directors named below. The proxies cannot be voted for more than
seven nominees. The nominees have indicated that they are able and willing to serve as directors. If any (or
all) such persons should be unable to serve, the persons named in the enclosed proxy will vote the shares
covered thereby for such substitute nominee (or nominees) as the Board of Directors may select pursuant to
the recommendation of the Nominating and Corporate Governance Committee of the Board. You may
withhold authority to vote for all nominees or withhold authority to vote for any nominee by following the
directions provided on your proxy, which may be in the form of a proxy card or voter instruction form.

Nominees for Election as Director

The following table lists the name and principal occupation of each nominee for director and the year in
which each such person was first elected as a director.

Served as
Director
Name Principal Occupation Since
Darwin Deason ...................... Chairman of the Board 1988
Mark A.King ....................... President and Chief Executive Officer 1996
Lynn R. Blodgett..................... Executive Vice President and Chief 2005
Operating Officer
Joseph P, O'Neill .................... President and Chief Executive Officer, 1994
Public Strategies Washington, Inc.
Frank A. Rossi....................... Chairman, FAR Holdings Company, 1994
L.L.C.
J. Livingston Kosberg ................. Investor 2003
Dennis McCuistion ................... President, McCuistion & Associates, Inc. 2003

Business Experience of each Nominee
Set forth below is certain information with respect to each of the nominees for the office of director.

Darwin Deason, age 65, has served as our Chairman of the Board since our formation in 1988.
Mr. Deason also served as Chief Executive Officer from our formation until February 1999. Prior to our
formation, Mr. Deason spent 20 years with MTech Corp., a data processing subsidiary of MCorp, a bank
holding corporation based in Dallas, Texas, serving as MTech’s Chief Executive Officer and Chairman of the
Board from 1978 until April 1988, and also serving on the boards of various subsidiaries of MTech and
MCorp.

Mark A. King, age 48, has served as a director since October 1996. Mr. King has served as our President
and Chief Executive Officer since September 2005. Prior to that date he had served as President and Chief
Operating Officer since August 2002 and had served as Chief Operating Officer since March 2001. Prior to
that date he had served as Executive Vice President and Chief Financial Officer since May 1995. Mr. King
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joined us in November 1988 as Chief Financial Officer of various subsidiaries. Prior to joining us, Mr. King
was Vice President and Assistant Controller of MTech Corp.

Lynn R. Blodgett, age 51, was appointed as a director in September 2005 to fill the vacancy created by
the resignation of Jeffrey A. Rich. Mr. Blodgett has served as Executive Vice President and Chief Operating
Officer since September 2005. Prior to that date he had served as Executive Vice President and Group
President — Commercial Solutions since July 1999. From March 1990 until July 1999 Mr. Blodgett served as
President of ACS Business Process Solutions, Inc. (formerly Unibase Technologies, Inc., an entity that we
acquired in 1996).

Joseph P. O’Neill, age 58, has served as a director since November 1994. Mr. O’Neill has served as
President and Chief Executive Officer of Public Strategies Washington, Inc., a public affairs and consulting
firm, since March 1991, and from 1985 through February 1991 he served as President of the National Retail
Federation, a national association representing United States retailers.

Frank A. Rossi, age 68, has served as a director since November 1994, Mr. Rossi has served as Chairman
of FAR Holdings Company, L.L.C., a private investment firm, since February 1994, Prior to that Mr. Rossi
was employed by Arthur Andersen & Co. for over 35 years and, prior to his retirement in 1994, Mr. Rossi
served in a variety of capacities for Arthur Andersen, including Managing Partner/Chief Operating Officer
and as a member of the firm’s Board of Partners and Executive Committee.

J. Livingston Kosberg, age 68, has served as a director since September 2003. Mr. Kosberg previously
served as our director from 1988 — 1991. Mr. Kosberg has been involved in a variety of industries including
healthcare, finance, and construction and currently serves as an advisor to several investment funds. Since July
2004, Mr. Kosberg has been serving as a director of U.S. Physical Therapy, Inc. which operates outpatient
physical and occupational therapy clinics. U.S. Physical Therapy is a publicly-traded company whose
predecessor Mr. Kosberg founded in 1990 and for which he served as CEO from its inception until May 1995,
as Chairman of the Board until May 2001, previously as a director until February 2002 and as interim Chief
Executive Officer from July 2004 until October 2004.

Dennis McCuistion, age 63, has served as a director since September 2003. For the past 28 years,
Mr. McCuistion has been President of McCuistion & Associates, providing consulting services to banks and
businesses. Since 1990, Mr. McCuistion has served as executive producer and host of the nationally
syndicated, award-winning McCuistion Program on PBS. Mr. McCuistion has also been an instructor for the
American Institute of Banking for more than twenty years, and has been a faculty member for the Graduate
School of Banking of the South, the Graduate School of Banking in Madison, Wisconsin, and the
Southwestern Graduate School of Banking at Southern Methodist University. He is also a member of the
National Association of Corporate Directors and the International Association of Facilitators. Mr. McCuistion
also serves as a director of UICI where he has been designated as lead independent director and is a member
of the audit, nominating and governance and executive compensation committees.

Except as set forth above, none of the nominees holds a directorship in any company with a class of
securities registered pursuant to Section 12 of the Securities Exchange Act of 1934, as amended, or subject to
the requirements of Section 15(d) of the Securities Exchange Act or any company registered as an investment
company under the Investment Company Act of 1940, as amended.

THE BOARD RECOMMENDS A VOTE “FOR” EACH OF THE NOMINEES FOR DIRECTOR
SET FORTH ABOVE.
Corporate Governance
Director Independence

On February 3, 2004, our Board of Directors restated our Director Independence Standards to be
consistent with the independence standards set forth in the New York Stock Exchange Listing Standards
adopted November 4, 2003. The Board has made an affirmative determination that Messrs. Kosberg,
McCuistion, O°Neill and Rossi are independent. A copy of the Director Independence Standards can be
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located on our web site at www.acs-inc.com under the Investor Relations and Corporate Governance captions
and were previously attached as Appendix A to our definitive proxy statement for our 2004 annual
stockholders meeting filed with the Securities and Exchange Commission on September 27, 2004.

Corporate Governance Guidelines

On August 10, 2005, our Board of Directors restated our Corporate Governance Guidelines. A copy of
the current Corporate Governance Guidelines is attached hereto as Appendix A. The Corporate Governance
Guidelines include, among other things: submission of auditors to stockholders for approval annually; adoption
of an auditor rotation policy; formation of a Nominating and Corporate Governance Committee comprised
solely of independent directors; the implementation of stock ownership guidelines for both directors and
executive officers; a prohibition on stock option re-pricing; formalization of the ability of independent directors
and committees of the Board of Directors to retain outside advisors; formation of a Compensation Committee
comprised solely of independent directors; performance of a periodic formal Board evaluation; and limitation
of the number of additional company boards a director may serve on to a maximum of four.

Our Corporate Governance Guidelines are available on our web site at www.acs-inc.com under the
Investor Relations and Corporate Governance captions. Our Corporate Governance Guidelines are also
available free of charge to any stockholder upon written request to 2828 North Haskell Avenue, Dallas, Texas
75204, Attention: William L. Deckelman, Jr., Corporate Secretary.

Board of Directors Committees and Meetings

During fiscal year 2005, we had four standing committees of the Board of Directors, including the Audit
Committee, the Compensation Committee, the Special Transaction Committee and the Nominating and
Corporate Governance Committee. The charters for each committee are available on our web site at
www.acs-inc.com under the Investor Relations and Corporate Governance captions,

Audit Committee

Our Audit Committee consists of four independent directors (Messrs. Rossi (Chairman), O’Neill,
Kosberg and McCuistion). All of such Audit Committee members are independent as defined in the current
New York Stock Exchange listing standards. Upon consideration of the attributes of an audit committee
financial expert as set forth in Section 401 (h) of Regulation S-K promulgated by the Securities and Exchange
Commission, the Board of Directors determined that Mr. Rossi (i) possessed those attributes through his
years of public accounting experience and he was designated as the Audit Committee Financial Expert and
(ii) is “independent” as that term is defined in Item 7(d) (3) (iv) (A) of Schedule 14A under the Exchange
Act.

The Audit Committee of the Board of Directors is responsible for monitoring the integrity of our
consolidated financial statements, our system of internal controls and the independence and performance of
our internal auditors and our independent registered public accounting firm. The Audit Committee has
selected PricewaterhouseCoopers LLP as our independent registered public accounting firm for fiscal year
2006, subject to ratification by our stockholders. The Audit Committee operates under a written charter
adopted and approved by the Board of Directors on September 11, 2003, a copy of which is available on our
web site at www.acs-inc.com under the Investor Relations and Corporate Governance captions and was
previously attached as Appendix C to our definitive proxy statement for our 2004 annual stockholders meeting
filed with the Securities and Exchange Commission on September 27, 2004. Our Audit Committee Charter is
also available free of charge to any stockholder upon written request to 2828 North Haskell Avenue, Dallas,
Texas 75204, Attention: William L. Deckelman, Jr., Corporate Secretary. The Report of the Audit
Committee for fiscal year 2005 is included in this proxy statement on page 25.

Compensation Committee

The Compensation Committee consists of two independent directors (Messrs. O’Neill and Kosberg
{Chairman)). Mr. O’Neill served as the Chairman of the Compensation Committee throughout fiscal year
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2005 and until August 23, 2005 when the Board of Directors designated Mr. Kosberg as Chairman of the
Compensation Committee to redistribute responsibilities among our independent directors. All of such
Compensation Committee members are independent as defined in the current New York Stock Exchange
listing standards. The Compensation Committee is responsible for recommending to the Board of Directors
policies and plans concerning the salaries, bonuses and other compensation of our executive officers (including
reviewing the salaries of the executive officers and recommending bonuses and other forms of additional
compensation for the executive officers), compliance with the requirements of Section 162(m) of the Internal
Revenue Code of 1986, as amended, with respect to the review of compensation to executive officers whose
annual compensation exceeds $1 million so that such amounts may be deductible by us for federal income tax
purposes, and the grant of all awards under the stock option plans {other than those to independent directors).
A copy of the restated Compensation Committee Charter approved by the Board of Directors on February 3,
2004 is available on our web site at www.acs-inc.com under the Investor Relations and Corporate Governance
captions and was previously attached as Appendix D to our definitive proxy statement for our 2004 annual
stockholders meeting filed with the Securities and Exchange Commission on September 27, 2004. Qur
Compensation Committee Charter is also available free of charge to any stockholder upon written request to
2828 North Haskell Avenue, Dallas, Texas 75204, Attention: William L. Deckelman, Jr., Corporate
Secretary. The Report of the Compensation Committee for fiscal year 2005 is included in this proxy statement
beginning on page 22.

Nominating and Corporate Governance Committee

The Nominating and Corporate Governance Committee consists of two independént directors
{Messrs. O’Neill and McCuistion (Chairman)). Mr. O'Neill served as the Chairman of the Nominating and
Corporate Governance Committee throughout fiscal year 2005 and until August 23, 2005 when the Board of
Directors designated Mr, McCuistion as Chairman of the Nominating and Corporate Governance Committee
to redistribute responsibilities among our independent directors. The Nominating and Corporate Governance
Committee is responsible for considering, evaluating and recommending to the Board the slate of director
nominees. Recommendations by the Nominating and Corporate Governance Committee are subject to the
approval of Mr. Deason pursuant to his Employment Agreement with us. On September 11, 2003, our Board
of Directors approved and adopted a Nominating and Corporate Governance Committee Charter, a copy of
which is available on our web site at www.acs-inc.com under the Investor Relations and Corporate Governance
captions and was previously attached as Appendix E to our definitive proxy statement for our 2004 annual
stockholders meeting filed with the Securities and Exchange Commission on September 27, 2004. Our
Nominating and Corporate Governance Committee Charter is also available free of charge to any stockholder
upon written request to 2828 North Haskell Avenue, Dallas, Texas 75204, Attention: William L. Deck-
elman, Jr., Corporate Secretary.

In fiscal year 2005, the Nominating and Corporate Governance Committee considered our current
directors and other candidates to fill the slate of nominees for election to the Board of Directors. Based on an
evaluation of the background, skills and areas of expertise represented by the various candidates against the
qualifications for directors set forth in our Corporate Governance Guidelines and our current requirements,
the Nominating and Corporate Governance Committee determined that our current directors possess the
appropriate mix of skills and recommended that Messrs. Deason, King, Blodgett, Rossi, O’Neill, Kosberg and
McCuistion be re-elected to the Board of Directors. Mr. Deason approved the nominees recommended by the
Nominating and Corporate Governance Committee.

* Director Qualifications. The Nominating and Corporate Governance Committee establishes the
qualifications for directors and reviews them annually with the Board of Directors. The Nominating
and Corporate Governance Committee seeks director candidates able to make a significant contribu-
tion to the Board of Directors and the stockholders based on their background, skill and expertise. To
be recommended by the Nominating and Corporate Governance Committee, a director nominee
should also possess the qualifications set forth in the Corporate Governance Guidelines, including
integrity, wisdom, judgment, policy-making experience, complementary areas of expertise, and
sufficient time to devote to applicable Board and committee activities.
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« ldentification and Evaluation of Director Candidates. 'The Nominating and Corporate Governance
Committee identifies, screens and recommends a qualified slate of nominees to the Board of Directors
for election each fiscal year based on the qualifications set forth above and the need to fill vacancies or
expand the size of the Board. The Nominating and Corporate Governance Committee generally
identifies director nominees through the personal, business and organizational contacts of existing
directors and management. However, the Nominating and Corporate Governance Committee may use
a variety of sources to identify director nominees, including third-party search firms and stockholder
recommendations. Candidates recommended by our stockholders are generally evaluated in the same
manner as candidates from other sources. However, the Nominating and Corporate Governance
Committee will seek additional information concerning the relationship between the stockholder and
the stockholder candidate to assess whether such nominee has the ability to represent the interests of a
broad range of stockholders.

+» Stockholder Nominations for Director. Any of our stockholders entitled to vote for the election of
directors may nominate one or more persons for election to our board of directors. Pursuant to
Section 7 of our Corporate Governance Guidelines and Section 8(c) of our Bylaws, to be considered by
the Nominating and Corporate Governance Committee, stockholder nominees for election to the board
of directors must be received not more than 150 calendar days nor less than 120 calendar days prior to
the date our proxy statement was released to stockholders for our previous annual meeting.

Recommendations for nominees should be submitted to the Nominating and Corporate Governance
Committee by following our method for stockholders to communicate with our Board of Directors which is
published on our web site at Attp://www.acs-inc.com under the Investor Relations and Corporate Governance
captions. Written recommendations should be submitted to ACS Board of Directors, Affiliated Computer
Services, Inc., Box #100-411, 1220 L Street, NW, Washington, DC 20005 or by e-mail to
director(@acs-inc.com. Recommendations must include (i) the nominee’s name, (ii) the nominee’s resume or
curriculum vitae, (iii) a summary demonstrating how the nominee meets the qualifications set forth in
paragraph 8 of our Corporate Governance Guidelines, and (iv) the submitting stockholder’s name, number of
shares held and a description of any arrangement or understanding between such stockholder and the proposed
nominee.

Special Transaction Committee

The Special Transaction Committee, which was formed in August 1997 and on which Mr. Deason serves,
has the responsibility of considering, evaluating, and approving the terms of potential transactions resulting in
the acquisition of assets, businesses, or stock of third parties for cash, our Class A common stock, or other
consideration with a dollar value of up to $100,000,000. The Special Transaction Committee has delegated to
the Chief Executive Officer the authority to consider, evaluate, and approve the terms of potential transactions
resulting in the acquisition of assets, businesses, or stock of third parties for cash or other consideration with a
dollar value of up to $50,000,000.

Fiscal Year 2005 Meetings

During the fiscal year ended June 30, 2005, there were seventeen (17) meetings of our Board of
Directors. During the fiscal year, there were thirteen (13) meetings held by the Audit Committee and four
(4) executive sessions to meet with our independent registered public accounting firm, the vice president of
internal audit and other outside consultants, seventeen (17) meetings held by the Compensation Committee,
two (2) meetings held by the Nominating and Corporate Governance Committee and one (1) meeting held
by the Special Transaction Committee. Each incumbent director attended at least 75% of the meetings of the
Board and the Board committees of which they are members during their respective tenures.

Executive Sessions and Lead Independent Director

In compliance with the requirements of the New York Stock Exchange, our Corporate Governance
Guidelines require the non-management directors to meet at least twice annually in regularly scheduled
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executive sessions. The executive sessions were presided over by Mr. O'Neill, the Chairman of our
Nominating and Corporate Governance Committee during fiscal year 2005. Two (2) executive sessions were
held in fiscal year 2005. On May 4, 2005, the Board appointed Mr. O’Neill as Lead Independent Director and
he will preside over future non-management director executive sessions in that role.

Attendance at Annual Meeting

It is our policy that all nominees for election or re-election to our Board of Directors at an annual meeting
attend the annual meeting. All nominees for election to the Board of Directors in 2005 attended the 2004
Annual Meeting of Stockholders.

Stockholder Communications

Stockholders may communicate with the Board of Directors, the presiding director of the executive
sessions or the non-management directors as a group by submitting an e-mail to director@acs-inc.com or by
sending a written communication to: ACS Board of Directors, Affiliated Computer Services, Inc., Box #100-
411, 1220 L Street, NW, Washington, DC 200035. Stockholders may also call toll free and leave a message for
the Board of Directors, the presiding director or the non-management directors at (866) 414-3646.

Code of Conduct

We are dedicated to earning the trust of our clients and investors and our actions are guided by the
principles of honesty, trustworthiness, integrity, dependability and respect. Our Board of Directors has adopted
a Code of Ethical Business Conduct that applies to all employees and directors and a Code of Ethics for
Senior Financial Officers that applies to designated financial officers, including the CEO. Both of these codes
are posted on our web site at www.acs-inc.com under the Investor Relations and Corporate Governance
captions. We intend to satisfy the disclosure requirement under Item 5.05 of Form 8-K regarding an
amendment to, or waiver from, a provision of the Code of Ethics for Senior Financial Officers, if any, by
posting such information on our web site at www.acs-inc.com under the Investor Relations and Corporate
Governance captions. Our Code of Ethics for Senior Financial Officers is also available free of charge to any
stockholder upon written request to 2828 North Haskell Avenue, Dallas, Texas 75204, Attention: William L.
Deckelman, Jr., Corporate Secretary.

PROPOSAL 2

APPROVAL OF PERFORMANCE-BASED INCENTIVE
COMPENSATION FOR OUR EXECUTIVE OFFICERS

The Internal Revenue Code limits our tax deduction for expense in connection with compensation of our
chief executive officer and our four other most highly-compensated executive officers for any fiscal year to the
extent that the remuneration of such person exceeds $1 million during such fiscal year, excluding remunera-
tion that qualifies as “performance-based compensation.” Section 162(m) of the Internal Revenue Code
provides that in order for remuneration to be treated as qualified performance-based compensation, the
material terms of the performance goals must be disclosed to and approved by the stockholders of the
employer.

At the Annual Meeting, the stockholders will be asked to approve the terms relating to incentive
compensation to be paid to our executive officers for fiscal year 2006. Executive officer compensation for fiscal
year 2006 will consist of a base salary, stock option plan and bonus compensation and will be based on criteria
that are similar to the criteria used in fiscal year 2005. There are approximately six hundred and fifty (650) of
our officers and other senior management personnel who will participate in the incentive compensation plan,
including eight (8) of our executive officers. See “Report of the Compensation Committee on Executive
Compensation.” Executive officers (other than Mr. Rexford) will be entitled to receive varying percentages
(up to 250% for the Chairman of the Board, up to 200% for the President and Chief Executive Officer, up to
175% for the Executive Vice President and Chief Operating Officer, and a range from up to 100% to up to
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150% for each of the other five (5) executive officers) of their base salaries upon achievement of bonus
performance goals, which include our achievement of pre-established growth performance goals in the
following five targeted financial measures: consolidated revenues, consolidated earnings before interest and
taxes, consolidated pre-tax earnings, consolidated earnings per share and free cash flow (measured as
operating cash flow less capital expenditures and additions to other intangible assets). The maximum bonus
that any executive officer may receive for the fiscal year 2006 will be $2,185,080. The bonus performance
goals have been pre-established by the Compensation Committee and approved by the Board of Directors for
all executive officers. We believe that the incentive-related provisions provide performance incentives that are
and will be beneficial to our stockholders.

Since the amounts payable under the performance-based incentive compensation plan for the fiscal year
ending June 30, 2006 are dependent on our financial performance, the amounts are not currently determina-
ble. However, the following table sets forth information regarding the amounts which would have been earned
by each of the following executive officers if the plan had been in effect for the fiscal year ending June 30,
2005.

Pro Forma Incentive Maximum Incentive

Name and Position Compensation(1) (2) Compensation(3)

Darwin Deason .. oot i e e $1,654,105 $2,185,080
Chairman of the Board

Jeffrey AL Rich ... ..o (4) (4)
Former Chief Executive Officer

Mark A King . ... $1,135,500 $1,500,000
President and Chief Executive Officer

Lynn Blodgett . ..ottt $ 794,850 $1,050,000
Executive Vice President and Chief Operating Officer

Warren D. Edwards . ........ ... $ 370,930 $ 490,000
Executive Vice President and Chief Financial Officer

All Eligible Executive Officers (8 persons) ..................... $5,507,236 $7,275,080

(1) Since fiscal year 2006 incentive compensation is not yet determinable, the amount shown in this column
was calculated utilizing the fiscal year 2006 base salary and bonus percentages for each officer and the
pre-established fiscal year 2006 growth performance goals in the five targeted financial measures based
on our performance against such goals in fiscal year 2005.

(2) For all other non-executive officer participants in the incentive compensation plan, the total estimated
fiscal year 2006 incentive compensation is approximately $20 million utilizing the pre-established fiscal
year 2006 growth performance goals in the five targeted financial measures based on our performance
against such goals in fiscal year 2005. '

(3) The amount shown in this column was calculated utilizing the fiscal year 2006 base salary and bonus
percentages for each officer and the pre-established fiscal year 2006 growth performance goals in the five
targeted financial measures assuming achievement of one hundred percent of such goals.

(4) Pursuant to an Agreement dated September 30, 2005, Mr. Rich resigned as a director and our Chief
Executive Officer effective as of September 29, 2005; he will not receive any performance-based
incentive compensation for fiscal year 2006.

The affirmative vote of the holders of our Class A common stock and Class B common stock, voting
together as a single class, having a majority of the voting power eligible to vote and voting, either in person or
by proxy, at the Annual Meeting will be required to approve the performance-based incentive compensation
for our executive officers.

THE BOARD RECOMMENDS A VOTE “FOR” APPROVAL OF THE PERFORMANCE-
BASED INCENTIVE COMPENSATION PLAN FOR OUR EXECUTIVE OFFICERS.
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PROPOSAL 3

RATIFICATION OF PRICEWATERHOUSECOOPERS LLP AS OUR
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM FOR FISCAL YEAR 2006

PricewaterhouseCoopers LLP has been selected by the Audit Committee as our independent registered
public accounting firm for fiscal year 2006, subject to ratification by the stockholders. Price-
waterhouseCoopers LLP was also our independent registered public accounting firm for fiscal year 2005. A
representative of PricewaterhouseCoopers LLP is expected to be present at the Annual Meeting. That
representative will have an opportunity to make a statement, if desired, and will be available to respond to
appropriate questions.

We are asking our stockholders to ratify the selection of PricewaterhouseCoopers LLP as our registered
independent public accounting firm as a matter of good corporate governance even though ratification is not
required by our Bylaws, other governing documents or otherwise. If our stockholders fail to ratify the selection,
the Audit Committee will reconsider whether or not to retain PricewaterhouseCoopers LLP as our
independent registered public accounting firm for fiscal year 2006. Even if the selection is ratified, the Audit
Committee in its discretion may direct the appointment of a different independent registered public
accounting firm at any time during fiscal year 2006 if it is determined that such a change would be in our best
interest and the best interests of our stockholders.

The affirmative vote of the holders of shares of our Class A common stock and Class B common stock,
voting together as a class, having a majority of the voting power eligible to vote and voting, either in person or
by proxy, at the Annual Meeting will be required to ratify the selection of PricewaterhouseCoopers LLP.

Independent Registered Public Accounting Firm’s Fees

Fees for professional services provided by our independent registered public accounting firm in each of
the last two fiscal years, in each of the following categories, were as follows:

2005 2004
(in 000’s)
AUt FEOS .\ vttt $2,773 $ 858
Audit-Related Fees . ... ... i e 154 608
Tax Fees ..o 313 322
All Other Fees . ..ot e 6 9
Total Fees . ... i e $3,246  $1,883

Audit Fees includes fees for assistance with and review of documents filed with the SEC, including the
Company’s annual and interim financial statements and providing consents. Fiscal year 2005 Audit Fees also
includes fees for review of internal controls and management’s evaluation of internal controls over financial
reporting pursuant to Section 404 of the Sarbanes-Oxley Act of 2002. Audit-Related Fees includes fees for
accounting consulting services and matters related to mergers acquisitions and divestitures. Fiscal year 2004
Audit-Related Fees also includes reviews of internal controls and documentation in preparation for the
implementation of Section 404 of the Sarbanes-Oxley Act of 2002. Tax Fees includes fees for tax consulting
and tax compliance and preparation work. All Other Fees includes fees for customer support services and
research tools.

The Audit Committee has approved all of our independent registered public accounting firm’s engage-
ments and fiscal year 2005 fees presented above. All audit and non-audit services provided to the Company by
our independent registered public accounting firm are required to be pre-approved by the Audit Committee in
accordance with the policies and procedures set forth in the current Audit Committee Charter.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE “FOR” THE RATIFICATION OF
PRICEWATERHOUSECOOPERS LLP AS OUR INDEPENDENT REGISTERED PUBLIC AC-
COUNTING FIRM FOR FISCAL YEAR 2006.
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PROPOSAL 4

STOCKHOLDER PROPOSAL: RECAPITALIZATION PLAN TO PROVIDE THAT ALL
OUTSTANDING STOCK OF THE COMPANY HAVE ONE VOTE PER SHARE

Mr. Cornish F. Hitchcock of 5301 Wisconsin Avenue, N.W., Suite 350, Washington, D.C. 20015-2015
on behalf of The Amalgamated Bank LongView Collective Investment Fund located at 11-15 Union Square,
New York, New York 10003, owner of at least $2,000 of our Class A common stock for more than one year,
has informed us that a representative of such stockholder intends to present a proposed resolution at the
annual stockholder meeting. The text of the proposed resolution and the supporting statement of the Fund are
printed below verbatim from its submission.

RESOLVED; That the shareholders of Affiliated Computer Services (“ACS” or the “Company”) ask
the board of directors to retain an investment banker to develop a plan for a recapitalization to result in one
vote per share for all outstanding stock of the Company.

SUPPORTING STATEMENT OF THE AMALGAMATED BANK LONGVIEW COLLECTIVE
INVESTMENT FUND

ACS has two classes of stock, with publicly traded Class A shares accounting for approximately
65 percent of the voting power and Class B shares (which have ten votes per share) accounting for the other
35 percent. Class B shares are held entirely by Darwin Deason, the Company’s founder.

More than 90 percent of the nation’s 1500 largest companies have just one class of shares with each share
having one vote. Various companies with dual classes have been sharply criticized for giving preferential
treatment to holders of the voting (or super-voting) shares, as with the Times Mirror’s $2.8 billion spin-off in
the late 1990s that gave one group of shareholders cash dividends while the other got shares in a highly
speculative cable venture. Marriott attempted around the same time to create a preferred class of stock, but
the proposal was defeated by its shareholders.

In recent years, shareholders have approved management proposals to eliminate dual-class stock
structures at 11 companies, according to the Investor Responsibility Research Center.

Recent research efforts suggest that voting control by a company’s insiders can lead to management
entrenchment that can have a negative impact on firm investment (Gompers, Ishii and Metrick, Incentives vs.
Control: An Analysis of U.S. Dual-class Companies (Jan. 2004)). Also, we believe that a concentration of
voting control in a few hands may reduce incentives to adopt corporate governance practices that broadly
protect shareholder interests. At ACS, there is an anti-takeover “poison pill” in place, and the board of
directors falls below the two-thirds level of independence recommended by the Council of Institutional
Investors.

Although ACS has enjoyed impressive growth since its founding, it is no longer a fledgling start-up, but a
large-cap company that is part of the S&P 500 index and is therefore held by a broad base of investors, and we
believe that those public investors should have more of a say on governance and policy issues affecting the
Company. We therefore believe that it is important for ACS to make the transition to a large-cap, widely-held
corporation by retaining an investment banking firm to make appropriate recommendations about methods to
move towards the creation of one class of stock available to all investors.

We urge you to vote FOR this proposal.
THE BOARD OF DIRECTORS RECOMMENDS A VOTE “FOR” PROPOSAL 4.

After giving the foregoing proposal serious consideration, in August 2005 Darwin Deason advised our
Board of Directors that he would consider a possible transaction which would involve an exchange by him of
his Class B common stock for a new preferred stock of the company which would have no disproportionate
voting rights. As a result, on August 26, 2005 our Board voted to form a special committee, consisting of our
four independent directors (the “Special Committee”), to evaluate the feasibility of such a transaction and
enter into discussions with Mr. Deason concerning the possible terms of such a transaction.
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The Special Committee has retained the investment banking firm of Lazard Fréres & Co. LLC and the
law firm Dewey Ballantine LLP to advise the committee. All members of the Special Committee and the
advisors to the Special Committee are independent and disinterested regarding the possible transaction. We
have consulted with the investment banking firm of Bear Stearns & Co., Inc. in connection with these
discussions.

In order for any transaction of the type described above to take place, the voluntary participation of
Mr. Deason is a necessity and he is under no obligation to do so unless the terms thereof are acceptable to
him. Similarly, we have no obligation to participate in such a transaction unless the transaction and the terms
thereof are in our best interests and the best interests of our stockholders.

The Special Committee has advised us that it and its advisors are diligently reviewing the concept of a
possible transaction between Mr. Deason and us. If through that process, the Special Committee determines
that such a transaction is feasible, reaches closure with Mr. Deason on the terms thereof and recommends the
proposed transaction to our Board of Directors as being in our best interests and the best interests of our
stockholders, and if our Board of Directors thereafter determines to submit the matter to a vote of our
stockholders at a special meeting thereof, our stockholders would then receive a proxy statement notifying
them of the details of the proposed transaction and the date and time of that special meeting.

There can be no assurance that any such transaction will take place or, if so, the timing thereof.

BUSINESS EXPERIENCE OF EXECUTIVE OFFICERS

Other than Messrs. Deason, King, and Blodgett, who are standing for election to the Board of Directors
and whose business experience is summarized in this proxy statement under Proposal 1 beginning on page 5,
the following is a summary of the business experience of our executive officers:

Harvey Braswell, age 60, has served as Executive Vice President — Sales since May 2005. From March
2003 until May 2005 Mr. Braswell served as Executive Vice President and Group President — State
Healthcare. Prior to that date, Mr. Braswell served as Executive Vice President and Group President —
Government Services Group from March 2001 until March 2003 and from December 1995 until March 2001
he was an officer of ACS Enterprise Solutions, Inc. (formerly known as Business Records Corporation, an
entity that we acquired in 1998).

John M. Brophy, age 62, has served as Executive Vice President since May 2005. From August 2001
until May 2005 Mr. Brophy served as Executive Vice President and Group President — State and Local
Solutions. From 1988 until August 2001, Mr. Brophy served both as President of Lockheed Martin
IMS Corporation (an entity we acquired in August 2001) and as an elected corporate officer of Lockheed
Martin Corporation.

Tom Burlin, age 47, has served as Executive Vice President and Group President — Government
Solutions Group since June 2005. From July 1979 to May 2005, Mr. Burlin was employed by International
Business Machines Corporation, most recently as their General Manager and Partner — US Federal and
Global Government.

William L. Deckelman, Jr., age 48, has served as Executive Vice President, Corporate Secretary and
General Counsel since March 2000. From March 2000 until September 2003 Mr. Deckelman served as one of
our directors. From May 1995 to March 2000 Mr. Deckelman was in private law practice, and was a
shareholder in the law firm of Munsch Hardt Kopf & Harr, P.C. in Austin, Texas from January 1996 until
March 2000. Previously, Mr. Deckelman served as our Executive Vice President, Secretary and General
Counsel from November 1993 until May 1995 and as our Senior Vice President, Secretary and General
Counsel from February 1989 through November 1993.

Warren D. Edwards, age 40, has served as Executive Vice President and Chief Financial Officer since
March 21, 2001. Prior to that time Mr. Edwards served as Senior Vice President, Finance and Accounting
since September 1996. In addition to other industry experience, Mr. Edwards also served for approximately six
(6) years on the audit staff of PricewaterhouseCoopers LLP.
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John H. Rexford, age 48, has served as Executive Vice President Corporate Development since March
2001. Prior to that date Mr. Rexford served as a Senior Vice President in our mergers and acquisitions area
from November 1996 until March 2001.

DIRECTOR AND EXECUTIVE COMPENSATION

Director’s Compensation

On February 2, 2005, our Board of Directors, based on a survey prepared by management regarding
outside director compensation paid by our peers, approved several changes in independent director compensa-
tion to be effective for meetings after that date. The following table sets forth a comparison of previous and
current components of independent director compensation:

On and Prior

to 2/2/2005 After 2/2/2005
Independent Director Annual Retainer .................... $35,000 $45,000
Audit Committee Chair Annual Retainer .. ................ $10,000 $15,000
Nominating & Corporate Governance Committee Chair

Annual Retainer . ...t $ 0 $ 5,000

Compensation Committee Chair Annual Retainer........... $ 5,000 $ 5,000
Board Meeting (in person) .. ..., $ 1,500 $ 2,000
Board Meeting (telephonic) ............. ... ... ..., $ 1,500 $ 1,000
Audit Committee Meeting (in person) .................... $ 1,000 $ 2,000
Audit Committee Meeting (telephonic) ................... $ 1,000 $ 1,000
Annual Stock Option Grant . ....... ... . ..iiiivienn.. 5,000 shares 7,500 shares
Initial Stock Option Grant . ................. ... .cun... 20,000 shares 20,000 shares

In addition, on August 23, 2005, the Board of Directors, based on a survey by outside counsel, approved
payment of an annual retainer of $15,000 to the Lead Independent Director effective as of August 1, 2005,

Mr. O’Neill currently holds options to purchase an aggregate of 92,500 shares of our Class A common
stock, of which 57,000 of such options are vested and exercisable as of the record date. Mr. Rossi currently
holds options to purchase 32,500 shares of our Class A common stock, of which 9,000 of such options are
vested and exercisable as of the record date. Mr. Kosberg currently holds options to purchase an aggregate of
32,500 shares of our Class A common stock, none of which are vested and exercisable as of the record date.
Mr. McCuistion currently holds options to purchase an aggregate of 32,500 shares of our Class A common
stock, none of which are vested and exercisable as of the record date.

Pursuant to our Executive Benefit Plan, as amended, directors are also eligible for reimbursement up to
$1,000 annually for any physical examination for the director performed by a designated physician or other
licensed physician of their choice.
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Summary of Named Executive Officers’ Cash and Other Compensation

The following table sets forth certain information regarding compensation paid for all services rendered to
us in all capacities during fiscal years 2005, 2004, and 2003 by our chief executive officer and the four other of
our most highly compensated executive officers whose total annual salary and bonus exceeded $100,000, based
on salary and bonuses earned during fiscal year 2005 (collectively, the “Named Executive Officers”).

SUMMARY COMPENSATION TABLE

Long-Term Compensation

Annual Compensation Awards Payouts
Restricted  Securities
Other Annual Stock Underlying LTIP All Other

Name and Principal Compensation ~ Award(s) Options/ Payouts  Compensation
Position Year Salary($)  Bonus($) ($) () ($)(2) SARs (#) (IR)] 3
Darwin Deason............... 2005 803,982 1,058,989 161,791 (4) — — — 6,102(5)

Chairman of the Board 2004 779,470 1,733,327 154,278 — 300,000 — 5,500

2003 734,882 1,837,205 269,730 — 600,000 — 1,782

Jeffrey AL Rich .............. 2005 750,000 790,308 160,364(7) — 500,000 — 5,430(8)

Chief Executive Officer(6) 2004 750,000 1,334,235 150,363 — — — 4,158

2003 750,000 1,500,000 193,536 — 400,000 — 3,083

Mark A. King ............... 2005 550,000 507,114 — — 375,000 — 3,719(10)

President & Chief 2004 350,000 856,134 — — 100,000 — 3,598

Operating Officer(9) 2003 500,000 875,000 — — 200,000 — 3,398
Lynn Blodgett ............... 2005 450,000 355,639 — — 300,000 — 875(12)

Executive Vice President 2004 375,000 500,338 — — 100,000 — 644

and Group President — 2003 325,000 487,500 — — 75,000 — 244

Commercial Solutions(11)
Warren D. Edwards........... 2005 450,000 237,092 — — 200,000 — 3,359(13)

Executive Vice President 2004 350,000 466,982 — — 75,000 — 3,051

and Chief Financial Officer 2003 300,000 450,000 — — 50,000 — 3,444

{1) As permitted by SEC rules, this column excludes perquisites and other personal benefits for the Named
Executive Officer if the total incremental cost in a given year did not exceed the lesser of $50,000 or
10% of such officer’s combined salary and bonus for that year. Other Annual Compensation includes
medical, auto, and tax and estate planning perquisites as well as non-business use of corporate aircraft.
In past proxy statements we reported non-business use of corporate aircraft using the Standard Industry
Fare Level (SIFL) tables published by the Internal Revenue Service. The SIFL tables are used to
determine the amount of compensation income that is imputed to the executive for tax purposes for non-
business use of corporate aircraft. The SEC requires that we use a methodology based on the
incremental cost to us of fuel, trip-related maintenance, crew travel expenses, on-board catering, landing
fees, trip-related hangar/parking costs and other smaller variable costs to determine the cost of non-
business use of corporate aircraft. Compensation related to non-business use of corporate aircraft
reflected in this table for fiscal years prior to 2005 has been adjusted based on this methodology. Since
the corporate aircraft are primarily used for business travel, we do not include the fixed costs that do not
change based on usage, such as pilots’ salaries, the purchase costs of any company-owned aircraft, and
the cost of maintenance not related to trips. For this table we have recalculated the incremental cost of
non-business use of corporate aircraft for all named executives in previously reported years using the
new methodology.

(2) We did not grant any restricted stock awards or stock appreciation rights (“SARs”) to the Named
Executive Officers during fiscal years 2005, 2004 or 2003.

(3) We did not grant any long-term incentive plan payouts to the Named Executive Officers during fiscal
years 2005, 2004 or 2003.

16



4)

)
(6)

(7

(8)
%)

(10)
(11)

(12)
(13)

Represents $132,841 in non-business use of corporate aircraft, $12,291 in auto expense and $16,659 in
medical costs. We maintain an overall security program for our Chairman of the Board and company
founder, Mr. Deason, due to business-related security concerns. Mr. Deason is provided with security
systems and equipment as well as security advice and personal protection services. The cost of these
systems and services are incurred as a result of business-related concerns and are not maintained as
perquisites or otherwise for the personal benefit of Mr. Deason. As a result, we have not included such
costs in the column “Other Annual Compensation,” but rather note them here as follows: $483,880 for
2005, $381,378 for 2004 and $204,967 for 2003. With regard to the personal protection services, other
executive officers and members of our Board of Directors receive the incidental benefit of these services
when attending a meeting or other function at which Mr. Deason is also present; such incidental benefit
has not been calculated or allocated for purposes of this table.

Represents $6,102 in life insurance premiums.

Pursuant to an Agreement dated September 30, 2005, Mr. Rich resigned as a director and our Chief
Executive Officer effective as of September 29, 2005.

Represents $139,522 in non-business use of corporate aircraft; $14,416 in medical costs; and $6,426 in
LTD insurance premiums.

Represents $4,500 in matching 401 (k) payments and $930 in life insurance premiums.

Mr. King was named our President and Chief Executive Officer effective as of September 29, 2005.
Mr. King’s annual base salary will be $750,000 effective October 1, 2005.

Represents $2,625 in matching 401 (k) payments and $1,094 in life insurance premiums.

Mr. Blodgett was named our Executive Vice President and Chief Operating Officer effective as of
September 29, 2005. Mr. Blodgett’s annual base salary will be $600,000 effective October 1, 2005.

Represents $875 in life insurance premiums.

Represents $3,000 in matching 401 (k) payments and $359 in life insurance premiums.

The following table sets forth the number of options granted during the fiscal year ended June 30, 2005 to
the Named Executive Officers to purchase shares of Class A common stock and the potential realizable value

of th

ese options.

OPTION/SAR GRANTS DURING FISCAL YEAR 2005

Individual Grants

Number of % of Total Potential Realizable Value at
Securities Options/SARs SAssurll;efi Annual I‘{at‘es of
Underlying Granted to Exercise or tock Price Appreciation for

Option Term(2)

Options/SARs Employees in Base Price Expiration
Name Granted(#) (1) Fiscal Year(1) ($/share) Date 5%($) 10%($)
Darwin Deason .. ... — — — — — —
Jeffrey A. Rich(3) .. 100,000 2.2% $51.90 7/30/2014 3,263,963 8,271,523
400,000 8.8% $50.25 3/18/2015 12,640,782 32,034,223
Mark A. King ...... 75,000 1.7% $51.90 7/30/2014 2,447.972 6,203,643
300,000 6.6% $50.25 3/18/2015 9,480,586 24,025,668
Lynn Blodgett ...... 100,000 2.2% $51.90 7/30/2014 3,263,963 8,271,523
200,000 4.4% $50.25 3/18/2015 6,320,391 16,017,112
Warren D. Edwards 50,000 1.1% $51.90 7/30/2014 1,631,982 4,135,762
150,000 3.3% $50.25 3/18/2015 4,740,293 12,012,834
(1) We did not grant any SARs to the Named Executive Officers during fiscal year 2005.
(2) The amounts in these columns are the result of calculations at the 5% and 10% rates set by the Securities

and Exchange Commission and are not intended to forecast possible future appreciation, if any, of our
stock price.
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(3) Pursuant to an Agreement dated September 30, 2005, Mr. Rich resigned as a director and our Chief
Executive Officer effective as of September 29, 2005. As discussed in detail in the section entitled
“DIRECTOR AND EXECUTIVE COMPENSATION” below, all unvested options held by Mr. Rich
as of September 29, 2005 will be terminated.

The following table provides information related to options exercised by the Named Executive Officers
during fiscal year 2005 and the number and value of options held at fiscal year end. We do not have any SARs
outstanding.

AGGREGATED OPTION/SAR EXERCISES IN FISCAL YEAR 2005
AND JUNE 30, 2005 OPTION/SAR VALUES

Number of Securities

Underlying Unexercised Value of Unexercised in-the-

Shares Value Options/SARs at Money Options/SARs at

Acquired on Realized June 30, 2005 (#)(2) June 30, 2005 ($) (2) (3)
Name Exercise (#) %)) Exercisable Unexercisable  Exercisable  Unexercisable
Darwin Deason............. — — 240,000 810,000(4) 3,684,000 13,561,313
Jeffrey A. Rich(5) ......... 100,000 4,348,991 = 470,000 780,000 13,937,313 5,410,500
Mark A. King.............. 118,000 5,149,330 508,000 635,000 13,443,675 4,213,250
Lynn Blodgett.............. 60,000 2,043,750 173,200 473,800 3,910,908 2,472,272

Warren D. Edwards . ........ 50,000 1,819,040 139,000 316,000 2,969,900 1,647,475

(1) Represents the value realized upon exercise calculated as the number of options exercised times the
difference between the actual stock trading price on the date of exercise and the exercise price.

{2) We did not grant any SARs to the Named Executive Officers during fiscal years 2005, 2004 or 2003.

(3) Represents the value of unexercised options calculated as the number of unexercised options times the
difference between the closing price at June 30, 2005 of $51.10 and the exercise price.

(4) Of these options, 450,000 have been designated as integrated stock options to fund Mr. Deason’s
Supplemental Executive Retirement Agreement.

(5) Pursuant to an Agreement dated September 30, 2005, Mr. Rich resigned as a director and our Chief
Executive Officer effective as of September 29, 2005. The treatment of Mr. Rich’s vested and unvested
options held as of September 29, 2005 is discussed in detail in the section entitled “DIRECTOR AND
EXECUTIVE COMPENSATION” below.

Mr. Deason’s Supplemental Executive Retirement Agreement and Employment Agreement

In December 1998, we entered into a Supplemental Executive Retirement Agreement with Mr. Deason,
which was amended in August 2003 to conform the normal retirement date specified therein to our fiscal year
end next succeeding the termination of the Employment Agreement between Mr. Deason and us. The normal
retirement date under the Supplemental Executive Retirement Agreement was subsequently amended in June
2005 to conform to the termination date of the Employment Agreement with the exception of the
determination of any amount deferred in taxable years prior to January {, 2005 for purposes of applying the
provisions of the American Jobs Creation Act of 2004 and the regulations and interpretive guidance published
pursuant thereto (the “AJCA”). Pursuant to the Supplemental Executive Retirement Agreement, which was
reviewed and approved by the Board of Directors, Mr. Deason will receive a benefit upon the occurrence of
certain events equal to an actuarially calculated amount based on a percentage of his average monthly
compensation determined by his monthly compensation during the highest thirty-six consecutive calendar
months from among the 120 consecutive calendar months ending on the earlier of his termination of
employment or his normal retirement date. The amount of this benefit payable by us will be offset by the value
of particular options granted to Mr. Deason (including 150,000 shares covered by options granted in October
1998 with an exercise price of $11.53 per share and 300,000 shares granted in August 2003 with an exercise
price of $44.10). To the extent that we determine that our estimated actuarial liability under the
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Supplemental Executive Retirement Agreement exceeds the “in the money” value of such options, such
deficiency would be reflected in our results of operations as of the date of such determination. In the event
that the value of the options granted to Mr. Deason exceeds the benefit, such excess benefit would accrue to
Mr. Deason and we would have no further obligation under the Supplemental Executive Retirement
Agreement. The percentage applied to the average monthly compensation is 56% for benefit determinations
made on or any time after May 18, 2005. The events triggering the benefit are retirement, total and permanent
disability, death, resignation, and change in control or termination for any reason other than cause. The benefit
will be paid in a lump sum or, at the election of Mr. Deason, in monthly installments over a period not to
exceed ten years. We have estimated that our obligation with respect to Mr. Deason under the Supplemental
Executive Retirement Agreement was $8.10 million at June 30, 2005 and will be $16.17 million at May 18,
2010 (based on the normal retirement date under the Supplemental Executive Retirement Agreement but
excluding the implications of the AJCA) and the value (the excess of the market price over the option price)
of the options at the record date was $8.9 million. If the payment is caused by a change in control and at such
time Mr. Deason would be subject to an excise tax under the Internal Revenue Code with respect to the
benefit, the amount of the benefit will be grossed-up to offset this tax.

Effective as of February 16, 1999, we also entered into an Employment Agreement with Mr. Deason. The
Employment Agreement, which was previously reviewed and approved by the Board of Directors and replaced
an earlier severance agreement, has a term that currently ends on May 18, 2010, provided that such term shall
automatically be extended for an additional year on May 18 of each year, unless thirty (30) days prior to
May 18 of any year, Mr. Deason gives notice to us that he does not wish to extend the term or our Board of
Directors (upon a unanimous vote of the directors, except for Mr. Deason) gives notice to Mr. Deason that it
does not wish to extend the term. The Employment Agreement provides annual adjustments to Mr. Deason’s
base salary by a percentage equal to the average percentage adjustments to the annual salaries of our top five
executive officers (excluding promotions). The Employment Agreement also provides for an annual bonus
based on the achievement of financial goals set for Mr. Deason by the Compensation Committee. This bonus
can be up to 250% of Mr. Deason’s base salary for that year, which is consistent with the bonus percent
Mr. Deason has been eligible to receive since 1996. In addition, the Employment Agreement provides for
severance benefits for Mr. Deason upon a change of control and for supplemental retirement benefits for
Mzr. Deason, which are in addition to the benefits under the aforementioned Supplemental Executive
Retirement Agreement.

Severance Agreements for Executive Officers

We have entered into severance agreements with each of our executive officers, which upon the
occurrence of certain events, will entitle such executive officer to receive a severance benefit. Under the
severance agreements, one of the conditions to payment of the severance benefit is that one of the following
corporate events must occur: (i) we undergo a consolidation or merger in which we are not the surviving
company or in which our common stock is converted into cash, securities or other property such that our
holders of common stock do not have the same proportionate ownership of the surviving company’s common
stock as they held of our common stock prior to the merger or consolidation; (ii) we sell, lease or transfer all or
substantially all of our assets to a company in which we own less than 80% of the outstanding voting securities;
or (iii) we adopt or implement a plan or proposal for our liquidation. Each such executive officer shall be
entitled to receive the severance benefit upon consummation of any corporate event. The executive’s right to
receive the severance benefit also accrues if a person or entity (other than one or more trusts established by us
for the benefit of our employees or a person or entity that holds 15% or more of our outstanding common stock
on the date the particular severance agreement was entered into) becomes the beneficial owner of 15% or
more of our outstanding common stock, or if during any period of 24 consecutive months there is a turnover of
a majority of the Board of Directors. There shall be excluded from the determination of the turnover of
directors, (i) those directors who are replaced by new directors who are approved by a vote of at least a
majority of the directors (continuing director) who have been a member of our Board of Directors since
January 1, 2004, (ii) a member of the board who succeeds an otherwise continuing director and who was
elected, or nominated for election by our stockholders, by a majority of the continuing directors then still in
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office, and (iii) any director elected, or nominated for election by our stockholders to fill any vacancy or newly
created directorship by a majority of the continuing directors still in office.

The severance benefit to be received by each such executive officer generally includes a lump sum
payment, equal to (a) three times the sum of (i) the executive’s per annum base salary, plus (it) the
executive’s bonus (or average commission payment, as applicable) for the preceding fiscal year (or if
employed for less than one year, the bonus such executive officer would have received if employed for all of
the preceding fiscal year), plus (b) the executive’s target bonus (or average commission payment, as
applicable) for the then-current fiscal year, pro rated to reflect the number of days the executive was
employed by us in that fiscal year. In addition, we will, for up to three years after severance, continue to
(i) pay insurance benefits to the executive until the executive secures employment that provides replacement
insurance and (ii) provide insurance benefits to the executive to the extent any new insurance the executive
receives from a subsequent employer does not cover a pre-existing condition. Also, when determining any
executive’s eligibility for post-retirement benefits under any welfare benefit plan, the executive shall be
credited with three years of participation and age credit. The executive is also entitled to receive additional
payments to compensate for the effect of excise taxes imposed under Section 4999 of the Internal Revenue
Code and any interest or penalties associated with these excise taxes upon payments made by us for the benefit
of the executive.

These severance agreements may be terminated by us with one year advance written notice; however, if a
corporate eventiis consummated prior to termination by us, then these agreements will remain in effect for the
time necessary to give effect to the terms of the agreements.

Resignation of Chief Executive Officer

Jeffrey A. Rich has submitted his resignation as a director and as our Chief Executive Officer. In
recognition of Mr. Rich’s long and successful service to us and our stockholders as well as our accomplish-
ments under his leadership, on September 30, 2005 we entered into an Agreement with Mr. Rich, which,
among other things, provides the following: (i) Mr. Rich will remain on our payroll and be paid his current
base salary (of $820,000 annually) through June 30, 2006; (ii) Mr. Rich will not be eligible to participate in
performance-based incentive compensation program in fiscal year 2006; (iii) we will purchase from Mr. Rich
all options previously granted to Mr. Rich that are vested as of the date of the Agreement in exchange for an
aggregate cash payment, less applicable income and payroll taxes, equal to the amount determined by
subtracting the exercise price of each such vested option from $54.08 per share and all such vested options
shall be terminated and cancelled; (iv) all options previously granted to Mr. Rich that are unvested as of the
date of the Agreement will be terminated (such options had an in-the-money value of approximately
$4.6 million based on the closing price of our stock on the New York Stock Exchange on September 29,
2005); (v) Mr. Rich will receive a lump sum cash payment of $4,100,000; (vi) Mr. Rich will continue to
receive executive benefits for health, dental and vision through September 30, 2007; (vii) Mr. Rich will also
receive limited administrative assistance through September 30, 2006; and (viii) in the event Mr. Rich
establishes an M&A advisory firm by January 1, 2007, we will retain such firm for a two year period from its
formation for $250,000 per year plus a negotiated success fee for completed transactions. The Agreement also
contains certain standard restrictions, including restrictions on soliciting our employees for a period of three
years and soliciting our customers or competing with us for a period of two years. The full text of the
Agreement is filed as Exhibit 10.1 to our Current Report on Form 8-K dated September 29, 2005.

Executive Benefit Plan and Long-Term Disability Benefits

Each of our executive officers is also eligible to participate in our Executive Benefit Plan, as amended.
The Executive Benefit Plan provides the following benefits: (1) reimbursement of premiums, deductibles, co-
payments and other plan exclusions incurred by their participation in our basic group health plan (including
dependents); (2) reimbursement up to $1,000 annually for any physical examination for the executive and up
to $500 annually for any physical examination for such executive’s spouse, each as performed by a designated
physician or other licensed physician of their choice; (3) estate planning services provided by a designated
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estate planner up to an initial amount of $25,000 and subsequent annual amounts up to $10,000; and (4) up to
$1,000 per year for income tax preparation services by a third-party selected by the executive.

We also provide additional long-term disability coverage for certain of our executive officers in addition to
the standard policy provided to each of our employees.

Stock Option Information

The following table summarizes certain information related to our stock option and employee stock
purchase plans.

EQUITY COMPENSATION PLAN INFORMATION

Number of Number of Securities
Securities to be Remaining Available for
Issued Upon Future Issnance Under
Exercise of Weighted Average Eqguity Compensation
Outstanding Exercise Price of Plans (Excluding
Options, Warrants Outstanding Securities Reflected in
and Rights as of Options, Initial Column) as of
Plan Category June 30, 2005 Warrants and Rights June 30, 2005
Equity Compensation Plans approved by
stockholders
Stock Option Plans(l) ................. 15,356,700 $39.61 1,736,141
Employee Stock Purchase Plan .......... N/A N/A 1,197,493
Equity Compensation Plans not approved by
stockholders .......................... — — —
Total ... . 15,356,700 $39.61 2,933,634

(1) These plans consist of the 1988 Stock Option Plan and the 1997 Stock Incentive Plan. No additional
shares can be issued under the 1988 Stock Option Plan. Upon exercise the holder is entitled to receive
Class A common stock. Under our 1997 Stock Incentive Plan, as authorized by our stockholders pursuant
to our November 14, 1997 Proxy Statement, the number of shares of our Class A common stock available
for issuance is subject to increase by approval of our Board of Directors pursuant to a formula that limits
the number of shares optioned, sold, granted or otherwise issued under the 1997 Stock Incentive Plan to
current employees, consultants and non-employee directors to no more than 12.8% of our issued and
outstanding shares of common stock.

Stock Ownership Guidelines

On September 24, 2003, the Board of Directors adopted a policy for stock ownership by its directors and
executive officers. The Board of Directors may evaluate whether exceptions should be made to any of these
policies for any director or executive officer and may from time to time change such policies.

Our Chief Executive Officer is required to own shares of our Class A common stock having a value equal
to a minimum of five times his or her annual base salary. All of our other executive officers are required to
own shares of our Class A common stock having a value equal to a minimum of three times his or her annual
base salary. Executive officers elected on or after July 1, 2000 shall meet such minimum ownership
requirement within five years after the date such policy was adopted. Executive officers elected prior to July 1,
2000, shall meet such minimum ownership requirement within three years after the date of adoption of such
policy. Independent directors serving on the Board of Directors are required to own shares of our Class A
common stock having a value equal to a minimum of three times their annual retainer. Independent directors
serving on the board on the date of such policy adoption shall meet such minimum ownership requirement
within three years after the date such policy was adopted. New directors elected to serve on the Board of
Directors shall meet such minimum ownership requirement within five years after their election.
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REPORT OF THE COMPENSATION COMMITTEE ON EXECUTIVE COMPENSATION

The Compensation Committee determines the compensation for each of our Chief Executive Officer
(“CEO”) and our President and Chief Operating Officer (“President and COO”), including approval of
annual performance goals for incentive compensation and corporate goals and objectives, evaluation of each of
the CEO and President and COQO against such criteria and establishing the annual salary, incentive
compensation, stock options and other benefits based on the results of such evaluation. In addition, the
Compensation Committee annually reviews and approves the compensation of all other executive officers and
approves all stock option awards pursuant to our 1997 Stock Incentive Plan. The Compensation Committee
also approves the calculation of our Chairman’s compensation based on the formula set forth in his
employment agreement.

Executive Compensation Philosophy

Our general compensation philosophy is that total executive compensation should vary based on our
achievement of defined financial and non-financial goals and objectives, both individual and corporate. This
philosophy applies more generally to all of our officers and senior management personnel, with the level of
variability and amount of compensation at risk rising with the employee’s level of responsibility.

The Compensation Committee has reviewed current compensation practices and identified the following
key strategic compensation design objectives: to attract and retain qualified, motivated executives; to closely
align the financial interests of our executives with both the short and long-term interests of our stockholders;
to promote egalitarian treatment of all employees; and to encourage equity ownership by our executives. The
executive compensation program is intended to provide our executive officers with overall levels of
compensation that are competitive within the business process and information technology outsourcing
industry, as well as within a broader spectrum of companies of similar size and complexity. The Compensation
Committee compares our executive officer compensation levels with those of an aggregate of 34 companies
broken down in three separate categories as follows: (i) outsourcing industry peers without regard to revenue
or market capitalization; (ii) S&P 500 corporations with similar pre-tax profit amounts; and (iii) S&P 500
corporations with similar revenue amounts. These comparative groups fluctuate annually based on perform-
ance. The Compensation Committee also periodically reviews the effectiveness of our overall executive
compensation program; this review may include the assistance of an independent consultant that is retained
by, and reports directly to, the Compensation Committee.

Principal Compoanents of Executive Compensation

The three principal components of our executive compensation program are base salary, annual incentive
bonus opportunities and stock options.

Base Salaries

Each executive officer’s base salary is reviewed annually and is subject to adjustment on the basis of
individual, corporate and, in some instances, business unit performance. Other factors weighed include
competitive, inflationary and market survey considerations, as well as salaries for comparable positions,
relative levels of responsibility, amount of business experience and future potential.

Incentive Bonus

Incentive bonus payments for executive officers were made at the end of fiscal year 2005 based upon
the achievement of some or all of the following: consolidated financial criteria (which can include
consolidated revenues, consolidated earnings before interest and taxes, consolidated pre-tax earnings,
consolidated earnings per share and free cash flow (measured as operating cash flow less capital
expenditures and additions to other intangible assets)), and business unit financial criteria. Such criteria
and goals are established by our CEO, subject to our approval, at the beginning of each fiscal year. For
fiscal year 2005, executive officers were eligible to receive maximum bonuses of between 100% and 250%
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of salary provided the set goals and criteria were met. During fiscal year 2005, we achieved approximately
53% of such measures of consolidated financial criteria.

Stock Incentive Plans

We administer the 1997 Stock Incentive Plan (“Stock Option Plan”). We approve the individuals
eligible to receive grants of options under the Stock Option Plan, the type of option granted, the number
of shares of Class A common stock subject to a grant and the terms of the grant, including exercise price,
exercise date and any restrictions on exercise.

The Stock Option Plan also provides for the issuance of stock purchase rights. If we determine to
grant a stock purchase right, we will advise the recipient of the grant, of the terms and conditions of the
grant, including any restrictions on the grant, the number of shares subject to the grant, the exercise price
of the grant and the time within which the grant must be accepted by the recipient. The maximum
amount of time that a recipient may have to accept the grant is 30 days. There have been no stock
purchase rights granted through June 30, 2005.

The Corporate Governance Guidelines initially adopted by the Board of Directors on September 11,
2003 includes a provision prohibiting re-pricing of stock options. A copy of the current Corporate
Governance Guidelines is attached hereto as Appendix A.

Perquisites

The Compensation Committee reviews and approves any perquisites offered to executives. The company
offers the Executive Benefit Plan to promote the health and well-being of the executives, maximize the value
of the compensation provided by the company and minimize the time that executives spend managing
personal affairs. In addition, the company provides additional long-term disability coverage for certain of our
executive officers in addition to the standard policy provided to each of our employees.

Severance Agreements

The company has entered into severance or change-in-control employment agreements with each of its
executive officers. Additional information on these and other arrangements with the company’s “named
executive officers™ is set forth under “Director and Executive Compensation” above.

CEO Compensation

We determined the base salary, bonus and other compensation for the CEQ, based upon the company’s
financial performance, and upon the contribution, performance, and the pay levels of similarly positioned
executives in comparable companies. Evaluation of these factors is subjective, and no fixed, relative weights
are assigned to the criteria considered.

During fiscal year 2005, Mr. Rich earned a salary of $750,000 and received a cash bonus of $790,308. The
bonus paid to Mr. Rich reflected our achievement of slightly more than fifty percent of the objective goals on
which Mr. Rich’s bonus was based for fiscal year 2005. During fiscal year 2005, Mr. Rich was awarded options
to purchase shares of our Class A common stock on two occasions, 100,000 options as part of the company’s
general option grant to officers in July 2004 and an additional 400,000 options in March 2005 related to the
acquisition of the human resources outsourcing and consulting business of Mellon Financial Corporation. The
company’s operating results for fiscal year 2005 include revenue in excess of $4.35 billion, new business
signings representing approximately $700 million of annualized revenues and gains in certain other key
financial metrics. In fiscal year 2005, Mr. Rich has been instrumental in the company’s growth through strong
BPO and ITO new business signings, more disciplined operating performance and positioning the company as
a leader in BPO services, including strengthened human resources capabilities.

Pursuant to an Agreement dated September 30, 2005, Mr. Rich resigned as a director and CEO of the
company effective as of September 29, 2005. The agreement regarding compensation and other amounts to be
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paid during the remainder of fiscal year 2006 to Mr. Rich is set forth in the Proxy in the section entitled
“DIRECTOR AND EXECUTIVE COMPENSATION".

Mr. King was appointed President and CEO of the company as of September 29, 2005. Mr. King’s
annual base salary will increase to $750,000 effective October 1, 2005. Mr. King’s bonus percentage will range
from zero to 200% (the same percentage as provided for the CEO for fiscal year 2005). In determining
Mr. King’s compensation package for fiscal year 2006, we considered (i) an internally prepared analysis of
compensation paid to executives in the S&P 500 and the computer services group of companies that are our
peers based on various criteria (including revenue, pre-tax profit in the outsourcing industry) and from
regional and national industry surveys, (ii) our internal analysis of compensation paid to the company’s
executive officers, and (iii) the company’s positioning in the business process outsourcing marketplace.
Mr. King’s salary and bonus for fiscal year 2006, assuming achievement of all of the objective performance
criteria on which his bonus is based, is approximately the S0th percentile for company CEO’s in the internally
prepared analysis of compensation paid to executives in the S&P 500 that are peers of the company based on
revenue as well as approximately the 50th percentile for our peers based on pre-tax profit.

Deductibility of Executive Compensation

Section 162(m) of the Code limits the deductibility of compensation in excess of $1 million paid to
certain executives of public companies with the exception of certain “performance-based” compensation. Our
goal is to structure as many components of any officers’ compensation so that it qualifies as “performance-
based” to the extent it is in the best interests of the company and its stockholders. However, certain forms and
amounts of compensation may exceed the $1 million deduction limitation from year to year.

Submitted by the Compensation Committee
of the Board of Directors:

JOSEPH P. O'NEILL (Chairman)
J. LIVINGSTON KOSBERG
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REPORT OF THE AUDIT COMMITTEE

The Audit Committee of the Board of Directors was comprised of Messrs. Rossi, O’Neill, Kosberg and
McCuistion during fiscal year 2005, each of whom was an independent director as defined by the current New
York Stock Exchange Listing Standards. The Audit Committee has adopted a revised written charter which
was approved by the Board of Directors on September 11, 2003. The Audit Committee has reviewed and
discussed our audited financial statements with management, which has primary responsibility for the
financial statements and management’s evaluation and assessment of the effectiveness of internal control over
financial reporting. PricewaterhouseCoopers LLP (PwC), our independent registered public accounting firm
for fiscal year 2005, is responsible for expressing an opinion on the conformity of our audited financial
statements with generally accepted accounting principles and attesting to the assessment of management on
the effectiveness of internal control over financial reporting. The Audit Committee has discussed with PwC
the financial statement audit, the audit of management’s assessment of the effectiveness of internal controls
over financial reporting and all other matters that are required to be discussed by Statement on Auditing
Standards No. 61, as amended (Communication With Audit Committees). PwC has provided to the Audit
Committee the written disclosures and the letter required by Independence Standards Board Standard No. 1,
as amended (Independence Discussions With Audit Committees), and the Audit Committee discussed PwC'’s
independence with PwC. The Audit Committee also concluded that PwC’s provision of non-audit services is
compatible with PwC’s independence.

Based on the considerations referred to above, the Audit Committee recommended to the Board of
Directors that the audited financial statements be included in our Annual Report on Form 10-K for fiscal year
2005 and that PwC be appointed our independent registered public accounting firm for our fiscal year 2006.

Submitted by the Audit Committee
of the Board of Directors:

FRANK A. ROSSI (Chairman)
JOSEPH P. O'NEILL

J. LIVINGSTON KOSBERG
DENNIS MCCUISTION
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COMPARISON OF TOTAL CUMULATIVE RETURN FROM JUNE 30, 2000
THROUGH JUNE 30, 2005 OF
AFFILIATED COMPUTER SERVICES, INC. CLASS A COMMON STOCK,
STANDARD & POOR’S 500 SOFTWARE & SERVICES INDEX
AND THE STANDARD & POOR’S 500 STOCK INDEX
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500 Software &
Services Index 100 73 47 48 56 56

Note: The graph above compares the total cumulative return of our Class A common stock from June 30,
2000 through June 30, 2005 with the Standard & Poor’s 500 Software & Services Index and the Standard &
Poor’s 500 Stock Index.

The graph assumes the investment of $100 on June 30, 2000 and the reinvestment of all dividends, The
stock price performance shown on the graph is not necessarily indicative of future stock performance.

THE ABOVE REPORTS OF THE COMPENSATION COMMITTEE AND AUDIT COMMIT-
TEE AND THE STOCK PERFORMANCE GRAPH WILL NOT BE DEEMED TO BE SOLICITING
MATERIAL OR TO BE FILED WITH OR INCORPORATED BY REFERENCE INTO ANY FILING
BY US UNDER THE SECURITIES ACT OF 1933 OR THE SECURITIES EXCHANGE ACT OF
1934, EXCEPT TO THE EXTENT THAT WE SPECIFICALLY INCORPORATE SUCH REPORT OR
GRAPH BY REFERENCE.

Compensation Committee Interlocks and Insider Participation

During fiscal year 2005, the Compensation Committee was composed of Joseph P. O'Neill and
J. Livingston Kosberg. No member of the Compensation Committee was an officer or employee of ours or any
of our subsidiaries. None of our executive officers served on the Board of Directors or on the compensation
committee of any other entity, for which any officers of such other entity served either on our Board or on our
Compensation Committee. For information on insider participation, see “Certain Transactions.”
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CERTAIN TRANSACTIONS

Prior to July 2002, we held a minority preferred stock interest in DDH Aviation, Inc., a corporate airplane
brokerage company organized in 1997 (as may have been reorganized subsequent to July 2002, herein referred
to as “DDH”). Our Chairman owns a majority voting interest in DDH and our President and General
Counsel, along with our Chairman were directors of DDH. At June 30, 2002, DDH had a $48 million line of
credit with Citicorp USA, Inc., for which we and our Chairman, in exchange for warrants to acquire additional
voting stock, acted as partial guarantors. In addition, we obtained access to corporate aircraft at favorable rates
in consideration of our guaranty. We had guaranteed up to approximately $11.5 million of the line of credit
and our Chairman guaranteed up to approximately $17.5 million of the line of credit.

In July 2002, our Chairman assumed in full our guaranty obligations to Citicorp and Citicorp released in
full our guaranty obligations. Qur minority preferred stock interest and warrants (with a recorded value of
$100,000 at June 30, 2002) in DDH were cancelled. We have no further ownership interest in DDH. Our
officers, other than the Chairman, are no longer directors of DDH. As partial consideration for the release of
our corporate guaranty, we entered into an agreement to provide certain administrative services to DDH at no
charge until such time as DDH meets certain specified financial criteria. In the first quarter of fiscal year
2003, we purchased $1 million in prepaid charter flights at favorable rates from DDH. As of June 30, 2005 and
2004, we had $0.6 million and $0.7 million, respectively, remaining in prepaid flights with DDH. We made no
payments to DDH during fiscal years 2005 and 2004,

During fiscal year 2005 we purchased $8,967,000 of office products and printing services from Prestige
Business Solutions, Inc., a supplier owned by our Chairman’s daughter-in-law. These products and services
were purchased on a competitive bid basis in substantially all cases. We believe this relationship has allowed
us to obtain these products and services at quality levels and costs more favorable than would have been
available through alternative market sources.

We currently employ over 52,000 employees and actively recruit qualified candidates for our employment
needs. Relatives of our executive officers and other employees are eligible for hire by us. We currently have
13 employees who receive more than $60,000 in annual compensation who are related to our executive
officers, including executive officers who are also directors. These are routine employment arrangements
entered into in the ordinary course of business and the compensation of each such family member is
commensurate with that of their peers. None of our executive officers have a material interest in any of these
employment arrangements. All of these family members are at levels below senior vice president except
Thomas Blodgett who is the brother of Lynn Blodgett, our Executive Vice President and Chief Operating
Officer. Thomas Blodgett is employed as our Senior Vice President and Senior Managing Director — Shared
Services for our Commercial Solutions Group and earned $603,354 in base salary and bonus compensation
and was granted 120,000 stock options for fiscal year 2005. During fiscal year 2005, Thomas Blodgett reported
organizationally to Lynn Blodgett, but all performance evaluations and compensation decisions involving
Thomas Blodgett were made exclusively by Mark King, our President and Chief Executive Officer. The
annual compensation for the remaining 12 employees ranges from approximately $72,400 to $333,200.

All new or continuing related party transactions will be reviewed by our Board of Directors, the
Nominating and Corporate Governance Committee or the Compensation Committee, as appropriate, to
ensure the transactions are fair to us.

STOCKHOLDERS PROPOSALS FOR 2006 ANNUAL MEETING

If any of our stockholders intends to present a proposal for consideration at the 2006 Annual Meeting of
Stockholders, including the nomination of directors, and desires to have such proposal in the proxy statement
and form of proxy distributed by the Board of Directors with respect to such meeting, such proposal must be
received at our principal executive offices, 2828 North Haskell Avenue, Dallas, Texas 75204, Attention;
William L. Deckelman, Jr., Corporate Secretary, not later than May 29, 2006. In addition, stockholders who
wish to have their nominees for election to the Board of Directors considered by the Nominating and
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Corporate Governance Committee must comply with the requirements set forth on page 8 of this proxy
statement.

If any of our stockholders intends to present a proposal for consideration at the 2006 Annual Meeting of
Stockholders, including the nomination of directors, without inclusion of such proposal in the proxy statement
and form of proxy, such stockholder must provide notice to us of such proposal. In accordance with
Section 8(c) of our Bylaws, in order to be timely submitted for the 2006 Annual Meeting of Stockholders, we
must receive the notice no sooner than April 29, 2006, but not later than May 29, 2006. We must receive such
notice at our principal executive offices, 2828 North Haskell Avenue, Dallas, Texas 75204, Attention:
William L. Deckelman, Jr., Corporate Secretary. The foregoing time limits also apply in determining whether
notice is timely for purposes of rules adopted by the Securities and Exchange Commission relating to the
exercise of discretionary voting authority with respect to proxies.

By Order of the Board of Directors

RVEER S/ 7

William L. Deckelman, Jr.
Corporate Secretary

September 30, 2005
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APPENDIX A

CORPORATE GOVERNANCE GUIDELINES
ADOPTED BY THE BOARD OF DIRECTORS
OF
AFFILIATED COMPUTER SERVICES, INC.

RESTATED AUGUST 10, 2005

The following restated Corporate Governance Guidelines (the “Guidelines”) were adopted by the Board
of Directors (the “Board”) of Affiliated Computer Services, Inc. (the “Company”) on August 10, 2005. The
purpose of the Guidelines is to assist the Board in maintaining effective corporate governance practices for the
long-term benefit of the Company’s stockholders. The Guidelines formalize certain practices followed by the
Board since the Company’s formation, and also establish new governance practices the Board has
implemented to strengthen the Company’s corporate governance and to comply with listing standards of the
New York Stock Exchange and other legal requirements. The Board intends to review the Guidelines
periodically and revise the Guidelines as the Board deems appropriate in light of continuing developments in
corporate governance principles.

Board Role and Responsibilities

1. Role and Responsibilities of the Board. The primary role of the Board is to exercise its business
judgment to promote the long-term interests of the Company’s stockholders. The Board provides strategic
direction to the Company and oversight of management in the performance of the Company’s business
activities. The Board’s responsibilities include:

» Review, approval and monitoring of the Company’s significant financial and business strategies as
developed by management;

» Review and approval of material transactions and corporate activities not entered into in the ordinary
course of business;

» Assessment of material risks facing the Company and review of management’s plans for mitigating
such risks;

» Evaluation of performance and compensation of the CEO and oversight of CEO succession planning;
» Oversight of the evaluation of performance and compensation of executive management; and

» Oversight of the Company’s processes .and practices for ensuring the Company’s compliance with laws
and the integrity of the Company’s financial reporting, internal controls, and public disclosure.

2. Responsibilities of Individual Directors. In addition to the qualifications required of individual
Company directors described in the Guidelines, directors are expected to understand the Company’s
businesses and markets, to regularly attend and be prepared for Board and committee meetings, and to
actively participate in board discussions and decisions. Directors are expected to proactively promote the best
interests of the Company and to be generally available between formal meetings for advice and consultation on
matters of importance to the Company.

3. Ethics and Conflicts of Interest. Directors are expected to act ethically at all times and to adhere to
the Company’s Business Code of Conduct when they are representing or acting on behalf of the Company. If a
director develops an actual or potential conflict of interest with the Company, the director must report the
conflict immediately to the Chairman of the Board’s Audit Committee and the Company’s General Counsel.
If a significant conflict exists and cannot be resolved between such director and the Board, the director should
resign. All directors must recuse themselves from any decision affecting their personal, business or
professional interests.
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Board Composition

4. Majority of Independent Directors. The Board will have a majority of members who meet the
applicable independence requirements of the New York Stock Exchange and any applicable law. The Board’s
Nominating and Corporate Governance Committee will review the independence of each director under the
applicable requirements annually and will present its findings and recommendations to the Board. In
conducting its review the Nominating and Corporate Governance Committee will consider that Board
members’ independence may be jeopardized if Board compensation exceeds appropriate levels, if the
Company makes substantial charitable contributions to organizations with which a Board member is affiliated,
or if the Company enters into material consulting arrangements with (or provides other indirect forms of
compensation to) a director or an organization with which a director is affiliated. Based on these findings and
recommendations the Board will affirmatively determine whether each director is independent under the
applicable requirements and the Company will publicly disclose such determinations in accordance with the
requirements of the New York Stock Exchange or applicable law.

5. Board Size. The Company’s Certificate of Incorporation, as amended, provides that the Board shall
consist of not fewer than three or more than fifteen members (with the exact number to be determined by the
Board). The Board should be neither too small to maintain the needed expertise and independence, nor too
large to function effectively. However, from time to time, the Board will evaluate its size and determine
whether changing circumstances warrant a change in the size of the Board.

6. Board Leadership. The Chairman of the Board will preside at all meetings of the Company’s
stockholders and the Board. The Chairman of the Board position and the Chief Executive Officer position are
held at this time by separate individuals. The Company’s current Chairman of the Board serves in that
position during the term of his employment agreement with the Company. If for any reason he should cease to
serve in that position, the Company’s bylaws provide that the Chairman of the Board would be chosen by the
remaining directors. If the Chairman of the Board is a management director, the non-management directors
may recommend a director from themselves to be the designated “Lead Independent Director.”” The Board
must approve any such recommendation of a Lead Independent Director to complete the appointment. The
Lead Independent Director, if any, will preside at all executive session meetings of the non-management
directors. In the absence of a Lead Independent Director, the Chairman of the Nominating and Corporate
Governance Committee will preside at all executive session meetings of the non-management directors.

7. Nomination and Selection of Directors. Directors are elected each year by the Company’s
stockholders at the Annual Meeting of Stockholders. The Board’s Nominating and Corporate Governance
Committee is responsible for identifying, screening and recommending a qualified slate of nominees for
election to the Board. The Nominating and Corporate Governance Committee may, in the exercise of its
discretion, actively solicit nominee candidates; however, nominee recommendations submitted by other
directors or stockholders will be considered. The slate of nominees proposed by the Nominating and Corporate
Governance Committee is subject to approval by the Chairman of the Board under his employment agreement
with the Company as permitted by New York Stock Exchange rules. Any vacancies occurring in non-
management director positions between annual stockholder meetings are filled by the Board and vacancies in
director positions held by management are filled by the Chairman of the Board.

To be considered by the Nominating and Corporate Governance Committee, a nominee for the Board by
a stockholder must (i) be received by the Board no later than the date that is not more than 150 calendar days,
nor less than 120 calendar days, prior to the date that the Company’s proxy statement was released to its
stockholders for the previous year’s annual meeting and (ii) meet the Board Qualification criteria set forth in
paragraph 8 of these Guidelines. Each recommendation must include (i) the nominee’s name, (ii) a resume
or curriculum vitae for the nominee, (iii) a summary of how such nominee meets the Board Qualification
criteria set forth in paragraph 8 of these Guidelines; and (iv) the name of the stockholder submitting the
nominee and number of Company shares held.

All submissions should be made pursuant to the procedure for stockholders to communicate with the
Board provided on the Company’s web site.
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8. Board Qualifications. The Nominating and Corporate Governance Committee establishes the
qualifications for directors and reviews such qualifications with the Board annually. The Nominating and
Corporate Governance Commiittee seeks candidates who have the background, skills and expertise to make a
significant contribution to the Board, the Company and its stockholders. Candidates nominated for election or
reelection to the Board should possess the following qualifications:

» Sound personal and professional integrity;
* An inquiring and independent mind;
» Practical wisdom and mature judgment;

» Broad training and experience at the policy-making level in business, finance and accounting,
government, education or technology;

« Expertise that is useful to the Company and complementary to the background and experience of
other Board members, so that an optimal balance of Board members can be achieved and maintained;

»  Willingness to devote the required time to carrying out the duties and responsibilities of Board
membership;

» Commitment to serve on the Board for several years to develop knowledge about the Company’s
businesses;

» Willingness to represent the best interests of all stockholders and objectively appraise management
performance; and

« Involvement only in activities or interests that do not conflict with the director’s responsibilities to the
Company and its stockholders.

9. Extending Invitation to Potential Director. The invitation to a prospective Board member to join
the Board will be extended by the Chairman of the Board following the qualification and selection of the
nominee in accordance with the procedures described in paragraph 7 above.

10. Retirement. The Board does not have a mandatory retirement policy for directors. The Board
believes that factors such as the age of a director will be appropriately considered by the Nominating and
Corporate Governance Committee on an annual basis. However, the Board will continue to review this issue
and could in the future determine that a mandatory retirement policy is appropriate.

11. Resignations; Changes in a Director’s Principal Business Activities. Any director who is also an
officer of the Company shall submit a letter of resignation to the Board upon any termination of employment
as an officer of the Company. Any non-management director who experiences a significant change in the
director’s principal business or other activity in which the director was engaged at the time of the director’s
election will consult with the Chairman of the Board and the Chairman of the Nominating and Corporate
Governance Committee and will offer to resign as a director. The Chairman of the Board and the Chairman of
the Nominating and Corporate Governance Committee will review the circumstances, determine whether
resignation from the Board is appropriate, and recommend a course of action to the Board.

12. Term Limits. The Board does not have a term limits policy for length of service as a director. The
absence of term limits allows the Company to retain directors who have been able to develop, over a period of
time, increasing insight into the Company and its operations and, therefore, provide an increasing contribution
to the Board as a whole.

13. Service on Other Boards and Other Commitments. Service as a director of the Company is a
significant commitment in terms of both time and responsibility. Accordingly, each director is encouraged to
limit the number of other public or private company boards on which the director serves and to be mindful of
the director’s other existing and planned commitments, so that such other directorships and commitments do
not materially interfere with the director’s service as an effective and active member of the Company’s Board.
The Board has adopted a policy that directors should not serve as a director of more than four public
companies in addition to the Board. Directors must advise the Chairman of the Board and the Chairman of
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the Nominating and Corporate Governance Committee in advance of accepting an invitation to serve on
another public company board or significant private company board.

Board Operation

14. Scheduling Board Meetings. The Chairman of the Board in consultation with other directors will
determine the timing and length of Board meetings. The Board expects that a minimum of four regular
meetings per year, one in each fiscal quarter, is desirable for the performance of the Board’s responsibilities. In
addition to regularly scheduled meetings, special Board meetings may be called at any time in accordance with
the procedures set forth in the Company’s bylaws to address specific needs of the Company.

15. Establishing Board Meeting Agendas. The Chairman of the Board in consultation with executive
management will establish the agenda for each Board meeting. Each Board member is free to suggest the
inclusion of items on the agenda, request the presence of or a report by any member of the Company’s
management, or raise at any Board meeting subjects that are not on the agenda for that meeting.

16. Meeting Attendance and Preparation. Directors are expected to attend the annual meeting, all
Board meetings and meetings of committees on which they serve, to spend the time needed to review
materials in advance of such meetings, to participate in such meetings, and to meet as frequently as necessary
to properly discharge their responsibilities. In advance of each Board meeting and Board committee meeting,
directors will receive the meeting agenda and other materials important to the Board’s understanding of the
matters to be considered. In addition, periodically directors will receive and should review materials designed
to keep them well informed as to the most significant aspects of the Company’s business, performance and
prospects.

17. Access to Management. Each director has complete and open access to the Company’s executive
management. Directors should inform the Chairman of the Board of any material issues they believe should be
addressed directly with executive management. In addition, the Board encourages, or may require, the
attendance of executive management at Board and committee meetings in order to brief the Board and its
committees on particular topics. The Board encourages the Company’s executive management to offer
presentations at such meetings by managers who can provide additional insight into items being considered or
who have potential for greater responsibility and should be given exposure to the Board.

18. Access to Independent Advisers. The non-management directors as a group and each of the
Board’s committees have the authority to retain at any time, at the expense of the Company, independent
legal, financial or other advisors if they determine such independent advice is necessary, appropriate and in the
best interests of the Company and its stockholders.

19. Executive Sessions of Non-Management Directors. Non-management directors will meet
without management present at least twice annually at regularly scheduled executive sessions and at such
other times as they may deem necessary or appropriate. The Lead Independent Director (and in the absence
of a Lead Independent Director, the Chairman of the Nominating and Corporate Governance Committee)
will preside at these meetings and, as appropriate, will report the results of the meetings to the Chairman of
the Board or invite the Chairman of the Board to join the executive sessions for further discussion.

20. External Communication. The Board believes that it is the responsibility of the Company’s
executive management to speak on behalf of the Company to stockholders, analysts, the media, customers,
suppliers or employees. If comments from or on behalf of the Board are appropriate under the circumstances,
they should, in most cases, be made by the Chairman of the Board or his designee. In those instances in which
it is necessary for an individual director to speak with such outside constituencies, it is expected that the
director will do so only with the knowledge of the Chairman of the Board and, absent unusual circumstances,
only at the request of the Chairman of the Board.

21. Annual Performance Evaluation. The Nominating and Corporate Governance Committee will
establish appropriate performance criteria and processes for, and implement and oversee, an annual
performance evaluation of each director, each committee of the Board, and the Board as a whole. The
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Nominating and Corporate Governance Committee will report the results of these evaluations to the Board
and identify opportunities to improve the effectiveness of the Board and its Committees.

22. New Director Orientation; Continuing Education. The Nominating and Corporate Governance
Committee will develop and oversee an orientation program for new directors. The orientation process will
include comprehensive information about the Company’s businesses and financial performance, as well as the
policies, procedures and responsibilities of the Board and its committees. New directors will also meet with
senior management and will have the opportunity to visit Company facilities. In addition, the Company will
facilitate the participation of directors in relevant continuing education programs when requested by a director
or when the Board concludes that such education would be of significant benefit to a director.

Board Committees

23. Board Committees and Responsibilities. The Board has established an Audit Committee, a
Compensation Committee, a Nominating and Corporate Governance Committee, and a Special Transactions
Committee. The Board may, from time to time, establish or maintain additional committees as necessary or
appropriate. The Board has adopted charters for each committee setting forth the purpose and responsibilities
of the committee. Each committee will report to the Board on its meetings and activities at the next regularly
scheduled meeting of the Board or as appropriate.

24. Independent Director Committee Members. Each of the Audit Committee, the Compensation
Comumittee and the Nominating and Corporate Governance Committee are comprised solely of directors who
meet the applicable independence requirements of the New York Stock Exchange and any applicable law.

25. Assignment of Committee Members. The Nominating and Corporate Governance Committee
will make annual recommendations to the Board for committee appointments. In selecting committee
members the Nominating and Corporate Governance Committee and the Board will consider several factors,
including each director’s interests, tenure and subject-matter expertise; the need for both continuity and fresh
ideas and perspectives; and applicable requirements of the Securities and Exchange Commission, Internal
Revenue Service, New York Stock Exchange and other legal requirements.

26. Limit on Audit Committee Memberships. Given the significant time demands and responsibilities
of serving on a public company audit committee, the Board has established a policy that no member of the
Audit Committee may serve on more than two other public company audit committees.

27. Committee Meeting Frequency, Length and Agendas. The Chairman of each Board committee,
in consultation with the committee members and appropriate members of management, will determine the
frequency and length of committee meetings and develop the agenda for each committee meeting. However,
the Board expects that the Audit Committee will meet at least eight times per year, or twice quarterly, to
review financial results prior to earnings release and in conjunction with the quarterly Board meetings to
review matters as deemed appropriate. The Chairman of the Board may participate in any committee meeting
except when such participation would present a conflict of interest or the meeting is a non-management
executive session of the committee.

Board Compensation and Stock Ownership

28. Compensation of Directors. The Board, upon the recommendation of the Compensation
Committee, will establish the form and amount of compensation to be paid to non-management directors.
Directors who are also employees of the Company receive no additional compensation for serving on the
Board. The Compensation Committee will conduct an annual review of Board compensation, which will
include information obtained from one or more third-party reports or surveys in order to compare the
Company’s Board compensation practices with those of other public companies in the Company’s peer group
or of comparable size.

29. Stock Ownership Guidelines. The Board believes that significant direct ownership of Company
stock (excluding unexercised stock options) by directors aligns their interests with the interests of the
Company’s stockholders. Accordingly, the Board has established stock ownership guidelines for the directors.
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Management Review and Succession Planning

30. Annual Compensation Review of Executive Management. The Compensation Committee, in
consultation with the Chairman of the Board, will annually approve the goals and objectives for compensating
the Chief Executive Officer. The Compensation Committee and the Chairman of the Board will evaluate the
CEQ’s performance in attaining these goals before setting the CEO’s salary, bonus and other incentive and
equity compensation. The Compensation Committee, in consultation with the Chairman of the Board, will
also annually approve the compensation structure for the Company’s other executive management and will
evaluate the performance of these officers in attaining these goals before setting the salary, bonus and other
incentive and equity compensation for executive management. The salary, bonus and other incentive and
equity compensation of the Chairman of the Board is determined annually under his employment agreement
with the Company.

31. Succession Planning and Management Development. The Nominating and Corporate
Governance Committee, in consultation with the Chairman of the Board, will make an annual report to the
Board on succession planning. The Board will work with the Nominating and Corporate ‘Governance
Committee and the Chairman of the Board to evaluate potential successors to the position of Chief Executive
Officer and other members of executive management and to establish policies regarding succession in the
event of an emergency or retirement of the Chief Executive Officer.

Other Practices

32. Policies Relating to Auditors. The Company will request annually that the stockholders ratify the
Audit Committee’s selection of auditors. In addition, the Audit Committee has adopted a policy that it will
rotate from its current auditors to new auditors within the next five years and thereafter auditors will be
rotated every ten years, at minimum, subject to the Audit Committee’s evaluation of circumstances at the
time and any determination by the Audit Committee that such rotation would not be in the best interests of
the Company and its stockholders.

33. Stock Ownership Guidelines. The Board believes that significant direct ownership of Company
stock (excluding unexercised stock options) by executive management of the Company aligns their interests
with the interests of the Company’s stockholders. Accordingly, the Board has established stock ownership
guidelines for executive management.

34. Personal Loans Prohibition. The Company will not extend or maintain credit, arrange for the
extension of credit, or renew an extension of credit, in the form of a personal loan to or for any director or
member of the Company’s executive management.

35. No Repricing of Stock Options. The Company will not reprice stock options for any reason
(including, without limitation, by canceling an outstanding option and replacing such option with a new option
with a lower exercise price).

36. Guidelines Disclosed in Proxy; Web Site Posting. These Guidelines will be disclosed every third
year in the Company’s proxy report. In addition, these Guidelines, the charters for the Audit, Compensation,
and Nominating and Corporate Governance Committees, the Company’s Code of Business Conduct, and
other relevant corporate governance information will be posted for public access on the Company’s web site.
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PART I

ITEM 1. BUSINESS

General

We are a Fortune 500 and S&P 500 company with approximately 52,000 employees providing business process and information
technology outsourcing solutions to commercial and government clients. We were incorporated in Delaware on June 8, 1988
and are based in Dallas, Texas. Our clients have time-critical, transaction-intensive business and information processing needs,
and we typically service these needs through long-term contracts.

Our services enable businesses and government agencies to focus on core operations, respond to rapidly changing technologies
and reduce expenses associated with business processes and information processing. Our business strategy is to expand our
client base and enhance our service offerings through both marketing and acquisitions. Our marketing efforts focus on
developing long-term relationships with clients that choose to outsource mission critical business processes and information
technology requirements. Our business expansion has been accomplished both from internal growth as well as through
acquisitions. Since inception, our acquisition program has resulted in growth and diversification of our client base, expansion of
services and products offered, increased economies of scale and geographic expansion.

Revenues for fiscal year 2005 totaled $4.4 billion. We serve two primary markets, which include commercial and government
clients. We provide business process outsourcing, information technology outsourcing, and systems integration services to our
commercial sector clients. Qur Commercial segment accounted for approximately $2.2 billion, or 50% of our fiscal year 2005
revenues. These services are provided to a variety of clients worldwide, including healthcare providers and payors,
pharmaceutical and other manufacturers, retailers, wholesale distributors, utilities, entertainment, higher education institutions,
financial institutions, insurance and transportation companies. Our business process outsourcing services include administration,
human resources and related consulting, finance and accounting, customer care, and payment services. Our information
technology outsourcing services include mainframe, midrange, desktop, network, consulting and web-hosting solutions. Our
systems integration services include application development and implementation, applications outsourcing, technical support
and training, as well as network design and installation services.

We are a leading provider of business process outsourcing, information technology outsourcing and systems integration services
to state and local governments. During fiscal year 2005, revenues from our Government segment accounted for approximately
$2.2 billion, or 50% of our revenues. We provide technology-based services with a focus on transaction processing and program
management services such as Medicaid fiscal agent services, child support payment processing, electronic toll collection, loan
processing, welfare and community services, and traffic violations processing. We also design, develop, implement, and operate
large-scale health and human services programs and the information technology solutions that support those programs. Our
Government segment includes our relationship with the United States Department of Education (the “Department of
Education™), for which we service Federal student loans, including their Direct Student Loan program, and which represents
approximately 5% of our consolidated revenues and is our largest single client.

Market Overview

The demand for our services has grown in recent years, and we believe that this will continue to increase in the future as a result
of strategic, financial and technological factors. These factors include:
+ the desire of organizations to focus on their core competencies;
+ the desire of organizations to drive process improvements by improving service quality and the speed of execution;
« the desire of organizations to have a workforce that is able to expand and contract in relation to their business volumes;
» the increasing acceptance by commercial organizations to utilize offshore resources for business process outsourcing;

+ the increasing complexity of information technology systems and the need to connect electronically with citizens,
clients, suppliers, and other external and internal systems;

+ the increasing requirements for rapid processing of information and the instantaneous communication of large amounts
of data to multiple locations; and

» the desire by organizations to take advantage of the latest advances in technology without the cost and resource
commitment required to maintain in-house systems.




Business Strategy

The key components of our business strategy include the following:

Expand Client Base — We seek to develop long-term relationships with new clients by leveraging our subject matter expertise,
world-wide data manufacturing capabilities and infrastructure of information technology products and services. Our primary
focus is to increase our revenues by obtaining new clients with recurring requirements for business process and information
technology services.

Expand Existing Client Relationships — We seek to expand existing client relationships by increasing the scope and breadth of
services we provide.

Build Recurring Revenues — We seek to enter into long-term relationships with clients to provide services that meet their
ongoing business requirements while supporting their mission critical business process or information technology needs.

Provide Flexible Solutions — We offer custom-tailored business process and information technology solutions using a variety of
proprietary and third-party licensed software on multiple hardware and systems software platforms and domestic and
international workforces that are able to expand and contract in relation to clients’ business volumes.

Invest in Technology — We respond to technological advances and the rapid changes in the requirements of our clients by
committing substantial amounts of our resources to the operation of multiple hardware platforms, the customization of products
and services that incorporate new technology on a timely basis and the continuous training of our personnel.

Maximize Economies of Scale — Our strategy is to develop and maintain a significant client and account/transaction base to
create sufficient economies of scale that enable us to achieve competitive costs.

Complete Strategic and Tactical Acquisitions — Our acquisition strategy is to acquire companies to expand the products and
services we offer to existing clients, to obtain a presence in new, complementary markets and to expand our geographic
presence. We have acquired and may continue to acquire businesses with a consulting practice to provide thought leadership in
certain markets.

Attract, Train and Retain Employees — We believe that attracting, training, and retaining high quality employees is essential to
our growth. We seek to hire motivated individuals with strong character and leadership traits and provide them with ongoing
technological and leadership skills training.

Segment Information

During the last three fiscal years, our revenues by segment were as follows (in thousands):
Year ended June 30,

2005 2004 2003
Commercial (1) . ... e $2,175,087 $1,678,364  $1,242,908
Government(2) .. ..o 2,176,072 2,428,029 2,544,298
Total REVENUES . . ..ottt et et e e e e $4,351,159  $4,106,393  $3,787,206

(1) Includes $6.9 million and $30.2 million of revenues for fiscal years 2004 and 2003, respectively, from operations divested
through June 30, 2004.

(2) Includes $0.6 million, $251.1 million and $679.3 million of revenues for fiscal years 2005, 2004 and 2003, respectively,
from operations divested through June 30, 2004.

Please refer to Note 20 of the Notes to Consolidated Financial Statements for further discussion of our segments.

Commercial

Within the Commercial segment, which represents approximately half of our fiscal year 2005 consolidated revenues, we provide
our clients with business process outsourcing, information technology outsourcing and systems integration services. Pricing for
our services in the commercial market varies by type of service. For business process outsourcing services, we typically price



these services on the basis of the number of accounts, resources utilized or transactions processed. For consulting services, we
typically price these services on a time and materials or fixed fee basis. Our information technology outsourcing services are
normally priced on a resource utilization basis. Resources utilized include processing time, the number of desktops managed,
professional services and consulting, data storage and retrieval utilization, customer accounts, customer employee headcount
and output media utilized. Our systems integration services are generally offered on a time and materials basis to existing long-
term clients under short-term contractual arrangements.

Business Process Outsourcing
Our commercial business process outsourcing practice is focused in five major categories.

Administration — We provide healthcare claims processing and related consulting, mailroom services and total records
management services to our clients.

Human Resources — We provide benefit claims processing, benefit and other human resources consulting services,
employee services call centers, defined benefit, defined contribution and health and welfare benefits administration,
employee relocation, training administration and learning services, payroll services, vendor administration, and employee
assistance programs. The human resources consulting business provides actuarial services and human resource advisory
services in the area of employee benefit and compensation plan design and strategy, employee communication, and human
resource management.

Finance and Accounting— We provide revenue/invoice accounting, disbursement processing, expense reporting,
procurement, payroll, cash management, fixed asset accounting, tax processing, general ledger and other services
associated with finance and accounting that are process and technology sensitive.

Customer Care — We provide dispatch and activation services, call center services and technical support.

Payment Services — We provide loan origination and servicing, electronic benefits transfer, electronic funds transfer and
clearinghouse services.

We receive client information in all media formats such as over the web, EDI, fax, voice, paper, microfilm, computer tape,
optical disk, or CD ROM. Information is typically digitized upon receipt and sent through our proprietary workflow software,
which is tailored to our clients’ process requirements. Utilizing network technology, we have developed expertise in transmitting
data around the world to our international workforce. We have approximately 14,000 employees in Mexico, India, Ghana,
Jamaica, Guatemala, Dominican Republic, Spain, Brazil, Malaysia, Fiji, Ireland and China, as well as a number of other
countries, that primarily support our commercial business process and information technology outsourcing services. A majority
of our business process outsourcing workforce is compensated using performance-based metrics, and as a result, their individual
compensation varies with our clients’ transaction volumes, together with the quality and productivity generated by the
workforce.

Information Technology Outsourcing

We offer a complete range of information technology outsourcing solutions to commercial businesses desiring to improve the
performance of their information technology organizations. Our target market for information technology outsourcing services
consists of medium-to-large-sized commercial organizations with time-critical, transaction-intensive information processing
needs. Our information technology outsourcing solutions include the delivery of information processing services on a remote
basis from host data centers that provide processing capacity, network management and desktop support. Information
processing services include mainframe, mid-range, desktop, network, consulting and web-hosting solutions.

We provide our information technology outsourcing solutions through an extensive data center network. Our data center
networks support our commercial and government clients. Our data centers and clients are connected via an extensive
telecommunications network. We monitor and maintain local and wide area networks on a seven-day, 24-hour basis and provide
shared hub satellite transmission service as an alternative to multi-drop and point-to-point hard line telecommunications
networks.

Systems Integration Services
Our systems integration services include application development and implementation, applications outsourcing, technical
support and training, as well as network design and installation services. Our systems integration services include the




development of web-based applications and web-enablement of information technology assets, allowing our clients to conduct
business with their customers and business partners via the Internet. We also provide systems integration services to clients who
are deploying client/server architectures, advanced networks and outsourcing legacy applications maintenance.

Government

We are a leading provider of business process outsourcing, information technology outsourcing and system integration services
to state and local governments. Approximately half of our fiscal year 2005 consolidated revenues were derived from contracts
with government clients. Our Government segment includes our relationship with the Department of Education, for which we
service Federal student loans, including their Direct Student Loan program, and which represents approximately 5% of our
consolidated revenues. Our services help government agencies reduce operating costs, increase revenue streams and increase the
quality of services to citizens. Government clients may terminate most of these contracts at any time, without cause, for
convenience or lack of funding. Additionally, government contracts are generally subject to audits and investigations by
government agencies. [f the government finds that we improperly charged any costs to a contract, the costs are not reimbursable
or, if already reimbursed, the cost must be refunded to the government.

Pricing for our services in the government market is generally determined based on the number of transactions processed,
human services cases managed or, in instances where a systems development project is required, for example, in government
healthcare, we generally price our services on a fixed fee basis for the development work.

In connection with the sale of the Divested Federal Business (defined below) in November 2003, we entered into a five-year
noncompetition agreement with Lockheed Martin Corporation that generally prohibits us from offering services or products
that were previously provided by the Divested Federal Business. This noncompetition agreement does not prohibit us from
entering into the Federal government market for services not previously provided by the Divested Federal Business, such as the
Federal healthcare market, nor does it restrict us from expanding our relationship with the Department of Education.

Government and Community Solutions

We are a major provider of child support payment processing services, including high volume remittance processing and
disbursements, as well as associated employer outreach and customer service activities. Our services account for 49% of the
nation’s child support collections as reported to the Federal government. We also provide electronic benefits transfer, which is
the issuance of food stamps and cash benefits through magnetic stripe cards with redemption through point of sale devices and
automated teller machines.

We provide management, operations and systems service offerings to local Workforce Development Boards and Coalitions,
thereby creating a government-mandated, integrated One-Stop system linking job seekers and job providers in accordance with
government mandated requirements. Through the operation of approximately 211 One-Stop centers and satellite offices across
the country, we provide job-related service to assist economically disadvantaged individuals in securing and retaining
employment and help employers find and retain potential employees.

We provide government records management via indexing and recording solutions to over 400 counties in 28 states. We offer
court and juror management, processing and program management of court-ordered fines and fees, and administrative solutions
and systems integration services to approximately 900 state and local clients and more than 800 courts, including the
U.S. Federal Courts, eight statewide judicial systems, three U.S. territories, and five nations.

We provide full-service IT outsourcing services to state and local governments throughout the United States. We provide
program management and system integration services to approximately 41 clients. IT services provided include full data center
management, application integration and maintenance, network management and security, seat management, helpdesk services,
and disaster recovery services.

Government Healthcare Solutions

We design, develop, implement and operate large-scale healthcare programs such as Medicaid, child and pharmacy benefit
management programs, and the information technology solutions that support those programs. We support over 20 million
program recipients and process nearly 475 million Medicaid healthcare claims annually, representing more than $47 billion in
provider payments. As a leading government program pharmacy benefits administrator, we serve 32 programs in 26 states and
the District of Columbia with drug expenditures totaling over $14 billion. We also operate state pharmacy benefits management




programs that assist states in controlling prescription drug costs, pharmacy intervention and surveillance, and the processing of
drug claims.

Transportation Solutions

We focus on four areas within our Transportation Solutions: Electronic Toll Collection, Motor Vehicle Services, Commercial
Vehicle Operations and Transportation related enforcement programs. Within Electronic Toll Collection, we offer toll agencies
an array of services including the operation of the back-office customer service center as well as lane installation and
integration. We currently operate the E-Z Pass programs in New Jersey and New York, the largest electronic toll collection
programs in the world. Within Motor Vehicle Services, we assist states in the processing of fuel tax and registration revenues.
We process approximately 24% of state-issued operating credentials and support the operations of more than 28% of the motor
carriers operating in the United States. Within Commercial Vehicle Operations, we offer a nationwide network that
electronically checks safety credentials and weighs trucks at highway speed, granting participating truckers authorization to
bypass open weigh stations and ports-of-entry without stopping.

We provide to cities and local municipalities technology-based services and solutions with a focus on program management and
transaction processing, including parking violation processing, emergency medical services billing and collection programs, and
red light photo and speed enforcement systems and services. We currently process parking violations in 9 of the 15 largest
U.S. cities who outsource parking violation processing, representing 70% of outsourced ticket processing in these cities. Those
services support the entire timeline of a violation, from citation issuance to final disposition, and include boot and tow programs,
customer service, program management reviews, meter installation, maintenance and collections. Our public safety
commitment further extends to emergency medical services billing and collections programs and red light photo and speed
enforcement services. We provide photo enforcement systems and/or services to 11 of the 15 largest participating cities in
North America.

U.S. Department of Education

Our largest contract is with the Department of Education. In November 2003, the Department of Education awarded us the
Common Services for Borrowers contract, which includes comprehensive loan servicing, consolidation loan processing, debt
collection and portfolio management services. The five-year base contract replaced our existing contract with the Department of
Education and will integrate a number of services, which will allow the Department of Education to increase service guality
while saving overall program costs. The contract is estimated at more than $1 billion in revenue over the five-year period and
was effective January 1, 2004. The contract also includes provisions for five one-year extensions. Annual revenues from this
relationship represent approximately 5% of our fiscal year 2005 consolidated revenues.

Finance and Revenue Solutions

We are a leading provider of unclaimed property collection services, currently serving all 50 states, the District of Columbia and
Puerto Rico. During fiscal year 2005, we identified, reported and collected on behalf of these jurisdictions unclaimed assets
owed to approximately 2.2 million owners.

Revenues by Service Line

Our revenues by service line over the past three years are shown in the following table (in thousands):
Year ended June 30,

2005 2004 2003
Business process outsourcing{1) ... ...t e $3,237,981  $3,017,699  $2,582,773
Information technology outsourcing . ... ... 858,639 694,890 492,848
Systems integration services(2) . ... ...ttt e 254,539 393,804 711,585
Total . . o $4,351,159  $4,106,393  $3,787,206

(1) Includes $39.4 million and $123.7 million of revenues for fiscal years 2004 and 2003, respectively, from operations divested
through June 30, 2004.

(2) Includes $0.6 million, $218.6 miilion and $585.8 million of revenues for fiscal years 2005, 2004 and 2003, respectively,
from operations divested through June 30, 2004.



Client Base

We achieve growth in our client base through marketing and acquisitions of other business process and information technology
services companies. We have a diverse client base. Within the Commercial segment, we serve the major vertical markets that
spend heavily on technolegy including healthcare providers and payors, pharmaceutical and other manufacturers, retailers,
wholesale distributors, utilities, entertainment, higher education institutions, financial institutions, insurance and transportation
companies. Within the Government segment, our clients include a wide variety of state governments, municipal governments
and agencies and the U.S. Department of Education. Clients may be lost due to merger, business failure, or conversion to a
competing processor or to an in-house system. Our business with government clients is subject to various risks, including the
reduction or modification of contracts due to changing government needs and requirements. Government contracts, by their
terms, generally can be terminated for convenience by the government, which means that the government may terminate the
contract at any time, without cause.

Our five largest clients accounted for approximately 15%, 14% and 13% of our fiscal years 2005, 2004 and 2003 revenues,
respectively. Our largest client, the Department of Education, represented approximately 5%, 5% and 4% of our consolidated
revenues for fiscal years 2003, 2004 and 2003, respectively.

Geographic information

Over 97% of our consolidated revenues for fiscal years 2005, 2004 and 2003 were derived from domestic clients. As of June 30,
2005 and 2004, approximately 93% and 94% of our long-lived assets, respectively, were located in the United States. Of our
long-lived assets located outside the United States, the largest concentration is in Mexico, with approximately 1.6% and 1.5% of
our total long-lived assets as of June 30, 2005 and 2004, respectively. Please see “Risks Related to Our Business” for a
discussion of the risks associated with our international operations.

Competition

The markets for our services are intensely competitive and highly fragmented. We believe our competitive advantage comes
from our use of world-class technology, subject matter expertise, process reengineering skills, proprietary software, global
production model, productivity-based compensation and the price of services.

We compete in the commercial market by offering value added business process outsourcing, information technology
outsourcing and system integration services. The competition for our commercial outsourcing services is primarily the in-house
departments performing the function we are seeking to outsource, as well as Accenture, Computer Sciences Corp., Electronic
Data Systems Corporation (“EDS”), Hewitt, IBM, Perot Systems, and other providers. We may be required to purchase
technology assets from prospective clients or to provide financial assistance to prospective clients in order to obtain their
contracts. Many of our competitors have substantially greater resources and thus, may have a greater ability to obtain client
contracts where sizable asset purchases, investments or financing support are required.

We compete in the government market by offering a broad range of business process outsourcing services and information
technology outsourcing services. Competition in the government market is fragmented by line of services and we are a leading
provider in most of the areas we serve. Competition in the government market is primarily Accenture, Convergys, EDS, IBM,
JP Morgan, Maximus, Roper Industries, Tier Technologies, and Unisys Corp.

We expect to encounter additional competition as we address new markets and new competitors enter our existing markets. If
we are forced to lower our pricing or if demand for our services decreases, our business, financial condition, resuits of operations,
and cash flow may be materially and adversely affected. Some of our competitors have substantially greater resources, and they
may be able to use their resources to adapt more quickly to new or emerging technologies, to devote greater resources to the
promotion and sale of their products and services, or to obtain client contracts where sizeable asset purchases, investments or
financing support are required. In addition, we must frequently compete with a client’s own internal business process and
information technology capabilities, which may constitute a fixed cost for the client.

In the future, competition could continue to emerge from large computer hardware or software providers as they shift their
business strategy to include services. Competition has also emerged from European and Indian service providers seeking to
expand into our markets and from large consulting companies seeking operational outsourcing opportunities.




Employees

We believe that our success depends on our continuing ability to attract and retain skilled technical, marketing and
management personnel. As of June 30, 2005, we had approximately 52,000 employees, including approximately 38,000
employed domestically, with the balance employed in our international operations. Of the domestic employees, approximately
200 are represented by a union. Approximately 1,700 of our international employees are represented by unions, primarily in
Mexico. Approximately 450 of our European employees are subject to collective bargaining agreements. Employment
arrangements for our international employees are often governed by works or labor council arrangements. We have had no work
stoppages or strikes by our employees. Management considers its relations with employees and union officials to be good. Please
see “Risks Related to Our Business” for a discussion of the risks associated with our international operations.

As of June 30, 2005, approximately 38,000 domestic and international employees provide services to our commercial clients and
approximately 14,000 of primarily domestic employees provide services to our government clients.

Certifications and Governance

Our Code of Ethics for Senior Financial Officers and our Corporate Governance Guidelines are posted on our internet website,
www.acs-inc.com, under the Investor Relations and Corporate Governance captions. Information contained on our internet
website is not incorporated by reference in this Annual Report on Form 10-K. These documents are also available free of charge
to any stockholder upon written request to 2828 North Haskell Avenue, Dallas, Texas 75204, Attention: William L.
Deckelman, Jr., Corporate Secretary.

We have included the CEO and CFO certifications required by Rule 13a-14(a) promulgated under the Securities Exchange
Act of 1934, as amended, as Exhibits 31.1 and 31.2, respectively, to this fiscal year 2005 Annual Report on Form 10-K filed
with the SEC. Also, the required Annual CEO Certification regarding our compliance with the corporate governance listing
standards of the New York Stock Exchange (“NYSE”) was submitted to the NYSE on November 5, 2004, as required by
Section 303A.12(a) of the NYSE’s listing rules.

U.S. Securities and Exchange Commission Reports

All of our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q and Current Reports on Form 8-K, and all
amendments to those reports, filed with or furnished to the U.S. Securities and Exchange Commission (“SEC”) on or after
May 14, 1996 are available free of charge through our internet website, www.acs-inc.com, as soon as reasonably practical after
we have electronically filed such material with, or furnished it to, the SEC. Information contained on our internet website is not
incorporated by reference in this Annual Report on Form 10-K. In addition, the SEC maintains an internet site containing
reports, proxy and information statements, and other information filed electronically at www.sec.gov. You may also read and
copy this information, for a copying fee, at the SEC’s Public Reference Room at 450 Fifth Street, NW, Washington, D.C.
20549. Please call the SEC at 1-800-SEC-0330 to obtain information on the operation of the Public Reference Room.

ITEM 2. PROPERTIES

As of June 30, 2005, we have approximately 413 locations in the United States, of which 173 locations are occupied by
Commercial operations, 240 locations are occupied by Government operations, and our company-owned facility in Dallas,
Texas, which is occupied by primarily Commercial and Corporate functions. We also have 56 locations in 23 other countries, of
which 51 locations are occupied by Commercial operations and 3 locations are occupied by Government operations. In addition,
we also have employees in client-owned locations, We own approximately 1.1 million square feet of real estate space and lease
approximately 8.2 million square feet. The leases expire from calendar years 2005 to 2018 and we do not anticipate any
significant difficulty in obtaining lease renewals or alternate space. Our executive offices are located in Dallas, Texas at a
company-owned facility of approximately 630,000 square feet, which also houses a host data center and other operations. We
believe that our current facilities are suitable and adequate for our business.

ITEM 3. LEGAL PROCEEDINGS

One of our subsidiaries, ACS Defense, LLC, and several other government contractors received a grand jury document
subpoena issued by the U.S. District Court for the District of Massachusetts in October 2002. The subpoena was issued in
connection with an inquiry being conducted by the Antitrust Division of the U.S. Department of Justice (“DOJ”). The inquiry




concerns certain IDIQ (Indefinite Delivery — Indefinite Quantity) procurements and their related task orders, which occurred
in the late 1990s at Hanscom Air Force Base in Massachusetts. Our revenue from the contracts that we believe to be the focus
of the DOJ’s inquiry was approximately $17.2 million for the fiscal year ended June 30, 2004, representing approximately 0.4%
of our revenue for fiscal year 2004. In February 2004, we sold the contracts associated with the Hanscom Air Force Base
relationship to ManTech International Corporation (“ManTech”); however, we have agreed to indemnify ManTech with
respect to this DOJ investigation. The DOJ is continuing its investigation, but we have no information as to when the DOJ will
conclude this process. We have cooperated with the DOJ in producing documents in response to the subpoena, and our internal
investigation and review of this matter through outside legal counsel will continue through the conclusion of the DQJ
investigatory process. We are unable to express an opinion as to the likely outcome of this matter at this time.

Another of our subsidiaries, ACS State & Local Solutions, Inc. (“ACS SLS”), and a teaming partner of this subsidiary,
Tier Technologies, Inc. (“Tier”), received a grand jury document subpoena issued by the U.S. District Court for the Southern
District of New York in May 2003. The subpoena was issued in connection with an inquiry being conducted by the Antitrust
Division of the DOJ. We believe that the inquiry concerns the teaming arrangements between ACS SLS and Tier on child
support payment processing contracts awarded to ACS SLS, and Tier as a subcontractor to ACS SLS, in New York, Illinois
and Ohio but may also extend to the conduct of ACS SLS and Tier with respect to the bidding process for child support
contracts in certain other states. Effective June 30, 2004, Tier was no longer a subcontractor to us in Ohio. Our revenue from
the contracts for which Tier was a subcontractor was approximately $43.5 million, $67 million and $40.6 million in fiscal years
2005, 2004 and 2003, respectively, representing approximately 1%, 1.6% and 1.1% of our fiscal years 2005, 2004 and 2003
revenues, respectively. Our teaming arrangement with Tier also contemplated the California child support payment processing
request for proposals, which was issued in late 2003; however, we did not enter into a teaming agreement with Tier for the
California request for proposals. Based on Tier’s filings with the Securities and Exchange Commission, we understand that on
November 20, 2003 the DOJ granted conditional amnesty to Tier in connection with this inquiry pursuant to the DOJ’s
Corporate Leniency Policy. The policy provides that the DOJ will not bring any criminal charges against Tier as long as it
continues to fully cooperate in the inquiry (and makes restitution payments if it is determined that parties were injured as a
result of impermissible anticompetitive conduct). The DOJ is continuing its investigation, but we have no information as to
when the DOJ will conclude this process. We have cooperated with the DOJ in producing documents in response to the
subpoena, and our internal investigation and review of this matter through outside legal counsel will continue through the
conclusion of the DOJ investigatory process. We are unable to express an opinion as to the likely outcome of this matter at this
time.

On January 30, 2004, the Florida Agency for Workforce Innovation’s (“AWI”) Office of Inspector General (“OIG”) issued a
report that reviewed 13 Florida workforce regions, including Dade and Monroe counties, and noted concerns related to the
accuracy of customer case records maintained by our local staff. Our total revenue generated from the Florida workforce
services amounts to approximately 0.9%, 1% and 1.3% of our total fiscal years 2005, 2004 and 2003 revenues, respectively. In
March 2004, we filed our response to the OIG report. The principal workforce policy organization for the State of Florida,
which oversees and monitors the administration of the State’s workforce policy and the programs carried out by AWI and the
regional workforce boards, is Workforce Florida, Inc. (“WFI”). On May 20, 2004, the Board of Directors of WFI held a public
meeting at which the Board announced that WFI did not see a systemic problem with our performance of these workforce
services and that it considered the issue closed. There were also certain contract billing issues that arose during the course of our
performance of our workforce contract in Dade County, Florida, which ended in June 2003. However, during the first quarter of
fiscal year 2005, we settled all financial issues with Dade County with respect to our workforce contract with that county and
the settlement is fully reflected in our results of operations for the first quarter of fiscal year 2005. We were also advised in
February 2004 that the SEC had initiated an informal investigation into the matters covered by the OIG’s report, although we
have not received any request for information or documents since the middle of calendar year 2004. On March 22, 2004, ACS
SLS received a grand jury document subpoena issued by the U.S. District Court for the Southern District of Florida. The
subpoena was issued in connection with an inquiry being conducted by the DOJ and the Inspector General’s Office of the
U.S. Department of Labor (“DQL”) into the subsidiary’s workforce contracts in Dade and Monroe counties in Florida, which
also expired in June 2003, and which were included in the OIG’s report. On August 11, 2005, the South Florida Workforce
Board notified us that all deficiencies in our Dade County workforce contract have been appropriately addressed and all findings
are considered resolved. On August 25, 2004, ACS SLS received a grand jury document subpoena issued by the U.S. District
Court for the Middle District of Florida in connection with an inquiry being conducted by the DOJ and the Inspector General’s
Office of the DOL. The subpoena relates to a workforce contract in Pinellas County in Florida for the period from January 1999
to the contract’s expiration in March 2001, which was prior to our acquisition of this business from Lockheed Martin

8



Corporation in August 2001. Further, we settled a civil lawsuit with Pinellas County in December 2003 with respect to claims
related to the services rendered to Pinellas County by Lockheed Martin Corporation prior to our acquisition of ACS SLS
(those claims having been transferred with ACS SLS as part of the acquisition), and the settlement resulted in Pinellas County
paying ACS SLS an additional $600,000. We are continuing our internal investigation of these matters through outside legal
counsel and we are continuing to cooperate with the DOJ, the SEC and DOL to produce documents in connection with their
investigations. At this stage of these investigations, we are unable to express an opinion as to their likely outcome. We anticipate
that we may receive additional subpoenas for information in other Florida Workforce regions as a result of the AWI report
issued in January 2004.

In June 2004, the Mississippi Department of Environmental Quality (“MDEQ”) issued a Notice of Violation to ACS Image
Solutions, Inc., one of our subsidiaries, that alleged noncompliance with the Clean Water Act and the Federal Resource
Conservation and Recovery Act. On September 20, 2004, we agreed to settle this matter with the MDEQ for $150,000. We
have closed the specific operation whose activities resulted in this notice.

On December 16, 1998, a state district court in Houston, Texas entered final judgment against us in a lawsuit brought by 21
former employees of Gibraltar Savings Association and/or First Texas Savings Association (collectively, “GSA/FTSA”). The
GSA/FTSA employees alleged that they were entitled to the value of 803,082 shares of our stock (adjusted for February 2002
stock split) pursuant to options issued to the GSA/FTSA employees in 1988 in connection with a former technology
outsourcing services agreement between GSA/FTSA and us. The judgment against us was for approximately $17 million,
which included attorneys’ fees and pre-judgment interest. The judgment was appealed by the plaintiffs and us and the appellate
process has now been concluded. As a result of the appeals, the trial court’s judgment was reversed and the case was remanded
to the trial court for further proceedings, except that the trial court judgment was affirmed in part as to one of the plaintiffs and
the trial court’s dismissal of certain of our affirmative defenses was upheld. The amount of the judgment for the one plaintiff
whose judgment was upheld has been settled for $1.3 million. In August 2004, mediation was conducted which resulted in the
settlement of claims of the other GSA/FTSA employees. As a result of this settlement, we accrued $10 million in other
operating expenses in the fourth quarter of fiscal year 2004 related to this settlement and paid $10 million in full settlement of
all claims of the other GSA/FTSA employees in August 2004.

In addition to the foregoing, we are subject to certain other legal proceedings, inquiries, claims and disputes, which arise in the
ordinary course of business. Although we cannot predict the outcomes of these other proceedings, we do not believe these other
actions, in the aggregate, will have a material adverse effect on our financial position, results of operations or liquidity.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

During the fiscal fourth quarter covered by this report, no matter was submitted to a vote of our security holders.




PART II
ITEM 5. MARKET FOR OUR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Our Class A common stock is traded on the New York Stock Exchange under the symbol “ACS.” The following table sets
forth the high and low sales prices of our Class A common stock for the last two fiscal years as reported on the NYSE.

Fiscal year ended June 30, 2005 _High  Low
S T 1Ty 7 U U AU $57.84  $49.11
SeCond QUaAI O . . .. oot 61.23 52.31
Third QUATTET . .. ..ttt ettt e e e e e e e 60.82 49.52
Fourth QUarter . .. o e e e e e 53.86 45.81
Fiscal year ended June 30, 2004

Farst QU T L . Lo e e e e 54.36 42.10
SeCOnd QUaAT T . . . oottt e 55.08 45.89
Third QUarter . .. ..o e e e e 57.96 47.72
Fourth QUarter . .. .ot e e 55.16 46.01

On September 8, 2003, the last reported sales price of our Class A common stock as reported on the NYSE was $52.74 per
share. As of that date, there were approximately 119,000 record holders of our Class A common stock and one record holder of
our Class B common stock.

Between February 28, 2002 and March 31, 2004, we issued 1,055,968 shares of our Class A common stock to fifteen current or
former employees or directors (collectively, the “optionees”) pursuant to the exercise of options granted under our 1988 Stock
Option Plan in excess of the amount originally registered with the SEC on Form S-8 filed November 17, 1994 (Registration
No. 33-86426). The exercise price of the options exercised ranged from $4.00 to $10.56 per share of Class A common stock and
the aggregate exercise price of the options was $9.6 million. We believe the grant of the options and the subsequent issuance of
the underlying securities to the optionees was exempt from registration pursuant to Rule 506 promulgated under the Securities
Act of 1933, as amended (the “Securities Act™), or pursuant to Section 4(2) of the Securities Act. Each of the optionees had
access to sufficient information regarding Affiliated Computer Services, Inc. required to make an informed investment decision
and had the requisite sophistication to make an investment in our securities. In addition, some of the optionees are “accredited
investors” as defined in Regulation D of the Securities Act.

Under the terms of our unsecured revolving Credit Facility and Senior Notes (defined below), we are allowed to pay cash
dividends. Any future determination to pay dividends will be at the discretion of our Board of Directors and will be dependent
upon our financial condition, results of operations, contractual restrictions, capital requirements, business prospects and such
other factors as the Board of Directors deems relevant. We intend to retain earnings for use in the operation of our business and,
therefore, did not pay cash dividends in the fiscal years ended June 30, 2005, 2004 and 2003 and do not anticipate paying any
cash dividends in the foreseeable future.
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The following table summarizes certain information related to our stock option and employee stock purchase plans.

Number of securities
remaining available
for future issuance

Number of securities under equity
to be issued upon compensation plans
exercise of Weighted average (excluding securities
outstanding options, exercise price of reflected in initial
warrants and rights  outstanding options, column) as of
Plan Category as of June 30, 2005 warrants and rights June 30, 2005
Equity compensation plans approved by security shareholders
Stock OptioNS ...ttt 15,356,700(1) $39.61 1,736,141 (2)
Employee stock purchase plan . ........... . ... .. ... . ..... N/A N/A 1,197,493
Equity compensation plans not approved by security shareholders — — —
Total .. 15,356,700 $39.61 2,933,634

(1) These plans consist of the 1988 Stock Option Plan and the 1997 Stock Incentive Plan. No additional shares can be issued
under the 1988 Stock Option Plan. Upon exercise the holder is entitled to receive Class A common stock.

(2) Under our 1997 Stock Incentive Plan, as authorized by our shareholders pursuant to our November 14, 1997 Proxy
Statement, the number of shares of our Class A common stock available for issuance is subject to increase by approval of
our Board of Directors pursuant to a formula that limits the number of shares optioned, sold, granted or otherwise issued
under the 1997 Stock Incentive Plan to current employees, consuitants and non-employee directors to no more than 12.8%
of our issued and outstanding shares of common stock. Consequently, any share repurchases (as discussed below) reduce
the number of options to purchase shares that we may grant under the 1997 Stock Incentive Plan.

On February 27, 2004, we completed the redemption of our 3.5% Convertible Subordinated Notes due February 15, 2006 (the
“Convertible Notes”). Holders of 99.9% of all the outstanding Convertible Notes converted their Convertible Notes to
23.0234 shares of our Class A common stock per $1,000 principal amount of Convertible Notes in accordance with the
procedures specified in the related indenture governing the Convertible Notes. As the result of such conversions, approximately
7.3 million shares of our Class A common stock were issued to such noteholders at the conversion price of $43.44 per share. The

remaining Convertible Notes were redeemed in cash at 101.4% of the principal amount, resulting in a cash redemption of
$269,000.

Our Board of Directors has authorized two share repurchase programs totaling $1.25 billion of our Class A common stock. On
September 2, 2003, we announced that our Board of Directors authorized a share repurchase program of up to $500 million of
our Class A common stock and on April 29, 2004, we announced that our Board of Directors authorized a new, incremental
share repurchase program of up to $750 million of our Class A common stock. The programs, which are open-ended, will allow
us to repurchase our shares on the open market from time to time in accordance with SEC rules and regulations, including
shares that could be purchased pursuant to SEC Rule 10b5-1. The number of shares to be purchased and the timing of
purchases will be based on the level of cash and debt balances, general business conditions and other factors, including
alternative investment opportunities. We intend to fund the repurchase programs from various sources, including, but not
limited to, cash on hand, cash flow from operations, and borrowings under our existing revolving Credit Facility. As of June 30,
2005, we had repurchased approximately 19.9 million shares at a total cost of approximately $994 million and reissued
0.7 million shares for proceeds totaling $33.1 million to fund contributions to our employee stock purchase plan and 401 (k)
plan. We have not repurchased any shares subsequent to June 30, 2005.
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Repurchase activity for the quarter ended June 30, 2005 was as follows. Please refer to the discussion above for the cumulative

repurchases under our share repurchase programs.

Total number of

Total number of
shares purchased
as part of publicly
announced plans

Maximum number (or
approximate dollar
value) of shares that
may yet be purchased
under the plans or
programs

Period shares purchased paid per share
Inception through March 31,2005 ................... 17,438,714
April 1 - April 30,2005 ..... ... i 250,000
May 1 -May 31,2005 ... 1,930,800
June 1 - June 30, 2005. .. ... .. ... . . ... 295,000
Total - Quarter ended June 30,2005 ............... 2,475,800
Inception through June 30,2005..................... 19,914,514
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated financial data is qualified by reference to and should be read in conjunction with our
Consolidated Financial Statements and Notes thereto and “Management’s Discussion and Analysis of Financial Condition and
Results of Operations” included elsewhere in this document. Please see the discussions, “Significant Developments — Fiscal
years 2005, 2004 and 2003,” in Management’s Discussion and Analysis of Financial Condition and Results of Operations for a
description of the more significant events, including business combinations, that impact comparability, as well as the Notes to
our Consolidated Financial Statements. All share and per share information is presented giving effect to the two-for-one stock
split of our Class A and Class B common shares implemented in the form of a 100% stock dividend that occurred February 22,
2002 (in thousands, except per share amounts).

As of and for the year ended June 30,

2005(b) 2004(c) 2003 2002(d) 2001 (f)
Results of Operations Data:

Revenues(a) . ..ottt $4,351,159 $4,106,393 $3,787,206 $3,062,918 $2,063,559
Operating income . ... $ 654,481 $ 843,711 § 519,281 § 400,632 §$ 223,726
Netincome . ... i e e $ 415945 $ 529,843 § 306,842 § 229,596 $ 134,292
Earnings per share —diluted. . ........................ $ 319§ 383 § 220 $ 1.76  § 1.23
Weighted average shares outstanding — diluted(e) ....... 130,382 139,646 143,430 137,464 116,456
Balance Sheet Data:

Working capital . .. ...t $ 405,983 § 406,854 § 422,022 $ 388476 $ 528,563
TOtal ASSELS -« oo v o e e $4,850,838 $3,907,242 $3,698,705 $3,403,567 $1,891,687
Total long-term debt(g) (less current portion)........... $ 750,355 $ 372,439 $ 498,340 $ 708,233 § 649,313
Stockholders” equity ............. it $2,838,428 $2,590,487 $2,429,188 $2,095,420 $ 885,515
Other Data:

Cash flow from operating activities(h) ................. $ 739,348 $ 476,209 $ 545305 $ 372014 $ 141,914

(a) Revenues from operations divested through June 30, 2004 were $0.6 million, $238 million, $709.5 million, $697.1 million
and $692.6 million for fiscal years 2005, 2004, 2003, 2002 and 2001, respectively. Please see the discussion in “Significant
Developments — Fiscal Year 2004” in Management’s Discussion and Analysis of Financial Condition and Results of
Operations and Note 3 of our Consolidated Financial Statements for a discussion of divestiture activity.

(b) During fiscal year 2005, we acquired the human resources consulting and outsourcing business of Mellon Financial
Corporation. Please see “Significant Developments — Fiscal Year 2005 in Management’s Discussion and Analysis of
Financial Condition and Results of Operations and the Notes to our Consolidated Financial Statements for discussion of
significant items which impacted fiscal year 2005 results of operations.

{c) Please see the discussion in “Significant Developments — Fiscal Year 2004” in Management’s Discussion and Analysis of
Financial Condition and Results of Operations and the Notes to our Consolidated Financial Statements for discussion of
significant items which impacted fiscal year 2004 results of operations, including the divestiture of a majority of our
Federal business.

(d) During fiscal year 2002, we acquired Lockheed Martin IMS Corporation and AFSA Data Corporation.

(e) Please see Item 5 and Note 11 of our Consolidated Financial Statements for a discussion of our share repurchase
programs.

(f) During fiscal year 2001, we had after-tax goodwill amortization expense of $20.7 million which, beginning July 1, 2001,
were 1o longer expensed under Statement of Financial Accounting Standards No. 142 “Goodwill and Other Intangible
Assets.”

(g) During fiscal year 2005, we issued $500 million of Senior Notes (defined below). Please see the discussion in “Liquidity
and Capital Resources” in Management’s Discussion and Analysis of Financial Condition and Results of Operations and
Note 9 of our Consolidated Financial Statements for discussion of the Senior Notes.

(h) Please see “Liquidity and Capital Resources” in Management’s Discussion and Analysis of Financial Condition and
Results of Operations for a discussion of items affecting fiscal year 2005 and 2004 cash flow from operating activities.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

All statements in this Management’s Discussion and Analysis of Financial Condition and Results of Operations that are not
based on historical fact are “forward-looking statements’ within the meaning of the Private Securities Litigation Reform Act of
1995 and the provisions of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange
Act of 1934, as amended (which Sections were adopted as part of the Private Securities Litigation Reform Act of 1995). While
management has based any forward-looking statements contained herein on its current expectations, the information on which
such expectations were based may change. These forward-looking statements rely on a number of assumptions concerning
future events and are subject to a number of risks, uncertainties, and other factors, many of which are outside of our control,
that could cause actual results to materially differ from such statements. Such risks, uncertainties, and other factors include, but
are not necessarily limited to, those set forth under the caption “Risks Related to Our Business.” In addition, we operate in a
highly competitive and rapidly changing environment, and new risks may arise. Accordingly, investors should not place any
reliance on forward-looking statements as a prediction of actual results. We disclaim any intention to, and undertake no
obligation to, update or revise any forward-looking statement.

We report our financial results in accordance with generally accepted accounting principles in the United States (“GAAP”).
However, we believe that certain non-GAAP financial measures and ratios, used in managing our business, may provide users
of this financial information with additional meaningful comparisons between current results and prior reported results. Certain
of the information set forth herein and certain of the information presented by us from time to time (including free cash flow
and internal revenue growth) may constitute non-GAAP financial measures within the meaning of Regulation G adopted by
the SEC. We have presented herein and we will present in other information we publish that contains any of these non-GAAP
financial measures a reconciliation of these measures to the most directly comparable GAAP financial measure. The
presentation of this additional information is not meant to be considered in isolation or as a substitute for comparable amounts
determined in accordance with generally accepted accounting principles in the United States.

General

We derive our revenues from delivering comprehensive business process outsourcing and information technology outsourcing
solutions to commercial and government clients. A substantial portion of our revenues is derived from recurring monthly
* charges to our clients under service contracts with initial terms that vary from one to ten years. We define recurring revenues as
revenues derived from services that our clients use each vear in connection with their ongoing businesses, and accordingly,
exclude software license fees, short-term contract programming and consulting engagements, product instaliation fees, and
hardware and software sales. However, as we add, through acquisition or new service offerings, consulting or other services to
enhance the value delivered and offered to our clients which are primarily short-term in nature, we may experience variations in
our mix of recurring versus non-recurring revenues. Since inception, our acquisition program has resulted in growth and
diversification of our client base, expansion of services and products offered, increased economies of scale and geographic
expansion.

2006 Outlook

As a leading provider of both information technology and business process outsourcing services, we believe we are well
positioned to benefit from commercial and governmental entities’ demand to outsource non-core, mission-critical back office
functions. Demand for commercial business process and information technology outsourcing services is expected to remain
healthy during fiscal year 2006. Areas of strong demand in the Commercial segment include human resources outsourcing,
finance and accounting outsourcing, customer care and traditional IT outsourcing. We also anticipate an improving demand
environment for our government services. In addition to the areas that we have marketed historically, such as government
healthcare, municipal services and transportation services and solutions, we also believe that government entities could benefit
from our commercial best practices around such areas as human resources outsourcing, customer care and finance and
accounting outsourcing. From a geographic perspective, we believe that there will continue to be strong demand in the United
States and expect to see rmore business process outsourcing opportunities in Europe and abroad.

In order to capitalize on ‘the opportunities in these markets, we will make certain investments and reorganizations in our
business. We recently completed strategic acquisitions in the human resource outsourcing, customer care and commercial
healthcare markets, which should allow us to capitalize on strong demand in these vertical markets. We reorganized our
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Government segment during fiscal year 2005 to better leverage our government client relationships, multiple service offerings
and subject matter experts. During fiscal year 2006, we expect to incur incremental expense of approximately $20 million as we
expand our sales organization in the Government segment and Europe, and are building data center capability in Eastern
Europe.

Also during the first quarter of fiscal year 2006, we announced that we had reached an agreement to acquire a division of a
Switzerland-based company which provides integrated solutions that automate revenue collection in the areas of fare collection,
airport parking and tolls. As discussed below in Subsequent Events, we believe this acquisition will expand our portfolio in the
transit and parking payment markets and international transportation services industry.

Significant Developments — Fiscal Year 2005

New Business

During fiscal year 2005, we signed contracts with new clients and incremental business with existing clients representing
$700.2 million of annualized recurring revenue and approximately $3.3 billion in estimated total contract value. The
Commercial segment contributed 74% of the new contract signings (based on annual recurring revenues), including contracts
with Nextel Partners to provide expanded customer care services and Chubb & Sons Corporation to provide information
technology and human resource services. The Government segment contributed 26% of the new contract signings (based on
annual recurring revenues), including contracts with the State of Texas to support the statewide roll-out of the Medicaid
Primary Care Case Management, Center for Medicare and Medicaid Services for the Medicare-approved Transitional
Assistance Card for Long Term Care Residents, and New Jersey’s Child Support Program to provide payment processing and
debit card services. There are no third party standards or requirements governing the calculation of new business signings or
total contract value. We define new business signings as recurring revenue from new contracts, including the incremental
portion of renewals, signed during the period and represents the estimated first twelve months of revenue to be recorded under
that contract after full implementation. We use new business signings as a measure of estimated recurring revenues represented
by contractual commitments, both to forecast prospective revenues and to estimate capital commitments. We define total
contract value as the estimated total revenues from contracts signed during the period and represents estimated total revenue
over the term of the contract. We use total contract value as an additional measure of estimating total revenue represented by
contractual commitments, both to forecast prospective revenues and to estimate capital commitments. Revenues for both new
business signings and total contract value are measured under GAAP.

Acquisitions

In May 2005, we completed the acquisition of the human resources consulting and outsourcing businesses of Mellon Financial
Corporation (“‘Mellon”). The Acquired HR Business provides consulting services, benefit plan administration services, and
multi-scope HR outsourcing services. The transaction was valued at approximately $4035 million, plus related transaction costs
and was funded from borrowings under our Credit Facility (as defined in “Liquidity and Capital Resources”). The operating
results of the acquired business are included in our financial statements in the Commercial segment from the effective date of
the acquisition, May 1, 2005,

The integration of the Acquired HR Business is expected to occur primarily during the first three quarters of fiscal year 2006.
The integration includes the elimination of redundant facilities, marketing and overhead costs, and the consolidation of
processes from the historical cost structure of the acquired Mellon organization. Such savings will begin to be realized
beginning on the date of the acquisition and continue to ramp during fiscal year 2006. During this period, we anticipate spending
$0.05 to $0.06 per diluted share related to integration activities for the Acquired HR Business, primarily related to costs
incurred to consolidate processes. In addition to the anticipated costs that will be expensed in fiscal 2006, the liabilities recorded
at closing for the Acquired HR Business include $22.3 million in involuntary employee termination costs for employees of the
Acquired HR Business in accordance with Emerging Issues Task Force Issue No. 95-3 “Recognition of Liabilities in
Connection with a Purchase Business Combination.” From the acquisition date through June 30, 2005, $1.8 million in
involuntary employee termination payments have been made and charged against this liability. We anticipate that substantially
all of this liability will be paid to involuntarily terminated employees by the end of fiscal year 2006. As a result of this
acquisition, included in our fiscal year 2006 guidance was $0.04 to $0.06 cents per share of accretion related to this acquisition,
net of the integration costs discussed above.

In January 2005, we completed the acquisition of Superior Consultant Holdings Corporation (“Superior”), acquiring all of the
issued and outstanding shares of Superior through a cash tender offer, which was completed on January 25, 2005, and
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subsequent short-form merger, at a purchase price of $8.50 per share. Superior provides information technology consulting and
business process outsourcing services and solutions to the healthcare industry. The transaction was valued at approximately
$122.2 million (including payment of approximately $106 million for issued and outstanding shares, options, and warrants and
additional amounts for debentures and other payments) plus related transaction costs and was funded from borrowings under
our Credit Facility. The operating results of the acquired business are included in our financial statements in the Commercial
segment from the effective date of the acquisition, January 25, 2005.

In August 2004, we acquired BlueStar Solutions, Inc. (“BlueStar”), an information technology outsourcer specializing in
applications management of packaged enterprise resource planning and messaging services. The transaction was valued at
approximately $73.5 million, plus related transaction costs. The transaction value includes $6.4 million attributable to the 9.2%
minority interest we held in BlueStar prior to the acquisition; therefore, the net purchase price was approximately $67.1 million.
Of this amount, approximately $61 million was paid to former BlueStar shareholders by June 30, 2005 and was funded from
borrowings under our credit facilities and cash on hand. The remaining purchase price of approximately $6 million will be paid
in the first quarter of fiscal year 2006. The operating results of the acquired business are included in our financial statements in
the Commercial segment from the effective date of the acquisition, August 26, 2004,

In July 2004, we acquired Heritage Information Systems, Inc. (“Heritage”). Heritage provides clinical management and
pharmacy cost containment solutions to 14 state Medicaid programs, over a dozen national commercial insurers and Blue Cross
Blue Shield licensees and some of the largest employer groups in the country. The transaction was valued at approximately
$23.1 million plus related transaction costs, excluding contingent consideration of up to $17 million maximum based upon
future financial performance, and was funded from borrowings under our Prior Facility (as defined in “Liquidity and Capital
Resources™) and cash on hand. During fiscal year 2005, we accrued $6.3 million of contingent consideration, which was earned
during the year. The operating results of the acquired business are included in our financial statements in the Government
segment from the effective date of the acquisition, July 1, 2004.

We completed two other small acquisitions in fiscal year 2005, which are included in our Government segment.

Government Healthcare Contract

In April 2004, we were awarded a contract by the North Carolina Department of Health and Human Services (“DHHS”) to
replace and operate the North Carolina Medicaid Management Information System (“NCMMIS”). Prior to DHHS’ award of
the contract, our proposal was reviewed and approved by the State of North Carolina’s Information Technology Services group
and the Federal Center for Medicare and Medicaid Services. Two competitors protested the contract award. In considering the
protests, DHHS again reviewed our proposal and determined that our technical solutions did, in fact, comply with all technical
requirements and denied the protests on June 3, 2004. EDS protested the denial. On January 12, 2005, an administrative law
judge made a non-binding recommendation to sustain EDS’ protest of the contract between us and the DHHS.
Notwithstanding the reviews, approvals, and decisions in awarding the contract and in considering the protests, the
administrative law judge based his recommendation on his assessment that our technical solution did not fully comply with the
DHHS technical standards for proposals. The non-binding recommendation was issued to the North Carolina State Chief
Information Officer (“CI0Q”), Office of Technology Services. We, DHHS and EDS each presented written arguments to the
CIO. A hearing was held before the CI1O on March 15, 2005 during which each of the parties presented oral arguments. On
April 28, 2005, the CIO issued a decision in favor of the DHHS and us as to the issues of: (i) the sufficiency of our technical
solution, (ii) our satisfaction of RFP requirements relative to our integrated testing facility, and (iii) whether the State’s
evaluation was consistent with the RFP’s evaluation criteria. However, his ruling also found insufficient evidence or argument
had been submitted to address three other issues raised by EDS in its initial protest filing. Therefore, the CIO has directed that
a hearing be conducted on the issues of whether (a) our proposal complied with RFP requirements relative to experience of
proposed key personnel; (b) our proposal complied with RFP requirements for pricing; and (c¢) any perceived price advantage is
illusory and in any event was miscalculated by DHHS. EDS subsequently waived its right to a hearing before the CIO on these
three remaining issues and, on May 18, 2005, EDS appealed the CIO’s decision to Wake County Superior Court. It is
anticipated that a hearing will be held in October 2005. We intend to vigorously pursue affirmation of DHHS’ contract award.
DHHS has instructed us to continue performance of our services under the contract.

Credit Arrangements

On June 6, 2005, we completed a public offering of $250 million aggregate principal amount of 4.70% Senior Notes due June 1,
2010 and $250 million aggregate principal amount of 5.20% Senior Notes due June 1, 2015 (collectively the “Senior Notes”).
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The net proceeds from the offering of approximately $496 million, after deducting underwriting discounts, commissions and
expenses, were used to repay a portion of the outstanding balance of our Credit Facility (defined below), part of which was
incurred in connection with the acquisition of the human resources consulting and outsourcing businesses of Mellon Financial
Corporation.

On October 27, 2004, we entered into a $1.5 billion, Five Year Competitive Advance and Revolving Credit Facility Agreement
with JPMorgan Chase Bank, as Administrative Agent, and Wells Fargo Bank, National Association, as Syndication Agent, and
a syndication of 19 other lenders (the “Credit Facility”). Proceeds from advances under the Credit Facility were used for
general corporate purposes, to fund acquisitions and for repurchases under our share repurchase programs.

See “Liquidity and Capital Resources” for further discussion of our credit arrangements.

Share Repurchases

During fiscal year 2005, we purchased approximately 4.9 million shares under our share repurchase programs for approximately
$250.8 million and reissued 0.6 million shares for proceeds totaling $28.5 million to fund contributions to our employee stock
purchase plan and 401 (k) plan. See “Liquidity and Capital Resources” for further discussion of our share repurchase programs.

Subsequent Events

In July 2005, we acquired LiveBridge, Inc., a customer care service provider primarily serving the financial and
telecommunications industries, for approximately $32 million plus contingent consideration of up to $32 million based upon
future financial performance. The acquisition was funded with cash on hand and borrowings under our Credit Facility. We
believe this acquisition will expand our customer care operations and extend our global capabilities to include Canada and
Argentina.

In August 2005, we reached an agreement to acquire the Transport Revenue division of Ascom AG, a Switzerland-based
communications company {“Transport Revenue”), for approximately $100 million. The acquisition will be funded through
borrowings on our Credit Facility. Transport Revenue consists of three business units: transit, parking and tol! collection with
offices across nine countries. We believe this acquisition will expand our portfolio in the transit and parking payment market
and the international transportation services industry. Transport Revenue will also add toll collection customers to our existing
client base. As a result of international regulatory and local approvals, this transaction is not expected to close until the second
quarter of fiscal year 2006.

Significant Developments — Fiscal Year 2004

New Business

During fiscal year 2004, we signed contracts with new clients and increased business with existing clients representing
$621.5 million of annual recurring new revenue, which included $25.2 million related to a majority of the Federal business sold
in November 2003 (the “Divested Federal Business”). The estimated total contract value of these contracts excluding the
Divested Federal Business was $3.3 billion. Excluding the $25.2 million related to the Divested Federal Business, the
Commercial segment contributed 70% of new business signings, including contracts with McDonald’s Corporation to provide
information technology services, The Goodyear Tire and Rubber Company to provide human resources support and services
and General Electric to provide finance and accounting services. Excluding the $25.2 million related to the Divested Federal
Business, the Government segment contributed 30% of new business signings, including new contracts with the
U.S. Department of Education to provide comprehensive loan servicing, consolidation loan processing, debt collection and
portfolio management services, and the North Carolina Department of Health and Human Services to replace and operate the
North Carolina Medicaid Management Information System.

Acquisitions

In November 2003, we acquired Lockheed Martin Corporation’s commercial information technology outsourcing business.
With this acquisition, we acquired four U.S. data centers, approximately 1,000 employees, and a diverse client base representing
the manufacturing, automotive, retail, financial services, and communications industries. The transaction was valued at
$107 million less a working capital settlement of $6.9 million, plus related transaction costs. The operating results of the
acquired business are included in our financial statements primarily in the Commercial segment from the effective date of the
acquisition, November 1, 2003.
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In January 2004, we completed the acquisition of Patient Accounting Services Center, LLC (“PASC”), a provider of revenue
cycle management for healthcare providers, including billing, accounts receivables, and collection services. The transaction was
valued at approximately $94.9 million, excluding contingent consideration of a maximum of $25 million based on future
financial performance, plus related transaction costs. No payments were made related to the contingent consideration provision,
which expired in January 2005. The operating results of the acquired business are included in our financial statements in the
Commercial segment from the effective date of the acquisition, January 3, 2004.

In February 2004, we completed the acquisition of Truckload Management Services, Inc. (“TMI”), an expedited document
processing and business process improvement services provider for the trucking industry. The transaction was valued at
approximately $28.1 million, excluding contingent consideration of a maximum of $14 million based upon future financial
performance, plus related transaction costs. During fiscal year 2005, we paid $6.8 million of contingent consideration, which was
earned during the year. The operating results of the acquired business are included in our financial statements in the
Commercial segment from the effective date of the acquisition, February 1, 2004.

In April 2004, we acquired etravelexperts, LLC, a provider of electronic ticket fulfillment and related customer care for the
airline industry and travel websites. The transaction was valued at approximately $17.2 million, excluding contingent
consideration of a maximum of $5.8 million based upon future financial performance, plus related transaction costs. During
fiscal year 2005, we paid $5.8 million of contingent consideration, which was earned during the year. The operating results of
the acquired business are included in our financial statements in the Commercial segment from the effective date of the
acquisition, April 1, 2004.

We completed one other small acquisition in fiscal year 2004, which is included in our Government segment.

Divestitures

In November 2003, we completed the sale of the Divested Federal Business to Lockheed Martin Corporation for approximately
$649.4 million, which included a cash payment of $586.5 million at closing and $70 million payable pursuant to a five-year non-
compete agreement, less a working capital settlement of $7.1 million paid in the third quarter of fiscal year 2004. Assets sold
were approximately $346.8 million and liabilities assumed by Lockheed Martin Corporation were approximately $67.9 million,
both of which were primarily in the Government segment. We recognized a pretax gain of $285.3 million ($182.3 million, net of
income tax) in fiscal year 2004. We incurred $9.8 million ($6.2 million, net of income tax) for compensation costs associated
with former Federal employees, which is reflected in wages and benefits. The after tax proceeds from the divestiture were
generally used to pay down debt, fund the acquisitions of Lockheed Martin Corporation’s commercial information technology
outsourcing business, Patient Accounting Services Center, LLC, Truckload Management Services, Inc. and etravelexperts,
LLC, and fund our share repurchase programs. Revenues from the Divested Federal Business, which are primarily included in
the Government segment, were approximately $237.7 million and $680.1 million for fiscal years 2004 and 2003, respectively.
This divestiture excluded, among others, our Department of Education relationship, which during fiscal year 2004 had revenues
of approximately $199 million. Additionally, our Commercial and Government operations will continue to serve as a
subcontractor on portions of the Divested Federal Business.

In February 2004, we sold the contracts associated with the Hanscom Air Force Base relationship (“Hanscom”) to ManTech
International Corporation (“ManTech”) for $6.5 million in cash. We recognized a pretax gain of $5.4 million ($3.4 million, net
of income tax) for this transaction. For the Hanscom Air Force Base contracts, we reported revenue in our Government
segment of approximately $0.4 million, $17.2 million and $25.2 million for fiscal years 2003, 2004 and 2003, respectively. We
have agreed to indemnify ManTech with respect to the Department of Justice (“DOJ”) investigation related to purchasing
activities at Hanscom during the period 1998-2000 (see Item 3. Legal Proceedings for further discussion). In the fourth quarter
of fiscal year 2004, we sold an additional small contractual relationship to ManTech. We reported revenue in our Government
segment of approximately $0.2 million, $3.1 million and $4.2 million for the years ended June 30, 2005, 2004 and 2003,
respectively, for this contract.

The sales of the Divested Federal Business to Lockheed Martin Corporation and the contracts sold to ManTech International
Corporation now allow us to focus on our business process and information technology outsourcing service offerings in the
commercial, state and local, and Federal education and healthcare markets.
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US. Department of Education )

In November 2003, the U.S. Department of Education awarded us the Common Services for Borrowers contract. This contract
includes comprehensive loan servicing, consolidation loan processing, debt collection and portfolioc management services. The
new, five-year base contract replaced our then existing contract with the Department of Education and will integrate a number
of services, which will allow the Department of Education to increase service quality while saving overall program costs. The
contract is estimated at more than $1 billion in revenue over the five-year period and was effective January 1, 2004. The
contract also includes provisions for five one-year extensions.

Commercial Contract

On May 17, 2004, we announced that our outsourcing agreement with Gateway, Inc. was being terminated as a result of
Gateway’s March 2004 acquisition of eMachines, Inc., which significantly changed its business strategy. The transition of the
majority of the outsourcing operations back to Gateway occurred by the end of the first quarter of our fiscal year 2005. The
outsourcing agreement contributed approximatety $22.5 million and $47.4 million in revenue during fiscal years 2005 and 2004,
respectively. Concurrent with the termination of our outsourcing relationship with Gateway, we also terminated our obligation
to purchase products and services from Gateway (see “Liquidity and Capital Resources — Disclosures About Contractual
Obligations and Commercial Commitments”).

Convertible Notes

On February 27, 2004, we completed the redemption of our 3.5% Convertible Subordinated Notes due February 15, 2006 (the
“Convertible Notes). Holders of 99.9% of all the outstanding Convertible Notes converted their Convertible Notes to
23.0234 shares of our Class A common stock per $1,000 principal amount of Convertible Notes in accordance with the
procedures specified in the related indenture governing the Convertible Notes. As the result of such conversions, approximately
7.3 million shares of our Class A common stock were issued to such noteholders at the conversion price of $43.44 per share. The
remaining Convertible Notes were redeemed in cash at 101.4% of the principal amount, resulting in a cash redemption of
$269,000.

Government Healthcare Contract

In 2001, we were awarded a contract by the Georgia Department of Community Health (“DCH”) to develop, implement and
operate a system to administer health benefits to Georgia Medicaid recipients as well as state government employees (the
“Georgia Contract”). This system development project was large and complex and anticipated the development of a system
that would process both Medicaid and state employee claims. The Medicaid phase of this project was implemented on April 1,
2003. Various disputes arose because of certain delays and operational issues that were encountered in this phase. During the
second quarter of fiscal year 2004, in connection with a settlement in principle, we recorded a $6.7 million reduction in revenue
resulting from the change in our percentage-of-completion estimates primarily as a result of the termination of Phase II of the
contract, a charge of $2.6 million to services and supplies associated with the accrual of wind-down costs associated with the
termination of Phase II and an accrual of $10 million in other operating expenses to be paid to DCH pursuant to the settlement
which was paid in the first quarter of fiscal year 2005. On July 21, 2004, we entered into a definitive settlement agreement with
DCH to settle these disputes. The terms of the definitive settlement, which were substantially the same as those announced in
January 2004, include the $10 million payment by us to DCH; a payment by DCH to us of $9 million in system development
costs; escrow of $11.8 million paid by DCH, with $2.4 million of the escrowed funds to be paid to us upon completion of an
agreed work plan ticket and reprocessing of July 2003 — June 2004 claims, and the remaining $9.4 million of escrowed funds to
be paid to us upon final certification of the system by the Center for Medicare/Medicaid Services (“CMS”), the governing
Federal regulatory agency; cancellation of Phase II of the contract; and an agreement to settle outstanding operational invoices
resulting in a payment to us of over $8.2 million and approximately $7 million of reduction in such invoices. In April 2008,
CMS certified the system effective as of August 1, 2003. DCH has requested funding level information from CMS for the
period from the system implementation date, April 1, 2003, through July 31, 2003. We will begin discussions with DCH
regarding distribution of the $9.4 million in escrow funds related to system certification when DCH receives the relevant
information from CMS. Our work related to the remaining $2.4 million in escrow is continuing.

Other

On August 13, 2004, we entered into a settlement agreement with former employees of Gibraltar Savings Association and/or
First Texas Savings Association, whereby we paid $10 million in cash in August 2004 to settle in full their claims against us. We
accrued the $10 million related to this settlement in other operating expenses in the fourth quarter of fiscal year 2004.
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Significant Developments — Fiscal Year 2003

New Business

During fiscal year 2003, we signed contracts with new clients and increased business with existing clients representing
$701 million of annual recurring new revenue, which included $56.4 million related to the Divested Federal Business. The
estimated total contract value of these contracts excluding the Divested Federal Business was $3.4 billion. The Commercial
segment contributed 45% of new business signings, including new contracts with Motorola to provide human resource
outsourcing services and Ingram Micro to manage their IT infrastructure. The Government segment contributed 55% of new
business signings, including new contracts with the Texas Health and Human Services Commission to provide fiscal agent and
administrative services and New Jersey E-ZPass to provide electronic toll collection services.

Acquisitions

In January 2003, we acquired CyberRep, Inc. (“CyberRep”), which is included in our Commercial segment. CyberRep
provides customer care and customer relationship management services for the telecommunications, wireless communications,
technology, and consumer products industries. The transaction was valued at approximately $42 million, ¢xcluding contingent
consideration of a maximum of $3 million based upon future financial performance, plus transaction costs. During fiscal year
2004, we paid $3 million of contingent consideration, which was earned during the year. CyberRep’s operating results are
included in our consolidated financial statements from the effective date of the acquisition, January 1, 2003.

We completed four other small acquisitions during fiscal year 2003, all of which were included in our Government segment.
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Revenue Growth

Internal revenue growth is measured as total revenue growth less acquired revenue from acquisitions and revenues from divested
operations. Acquired revenue from acquisitions is based on pre-acquisition normalized revenue of acquired companies. We use
the calculation of internal revenue growth to measure revenue growth excluding the impact of acquired revenues and the
revenue associated with divested operations and we believe these adjustments to historical reported results are necessary to
accurately reflect our internal revenue growth. Prior period calculations are as of the end of the reporting period presented and
are not restated for subsequent acquisitions or divestitures. The following table sets forth the calculation of internal revenue

growth (in thousands):

Consolidated
Year ended June 30,

Year ended June 30,

2005 2004 $ Growth Growth % 2004 2003 $ Growth  Growth %
Total Revenues .................... $4,351,159 $4,106,393 $244,766 6% $4,106,393 $3,787,206 $319,187 8%
Less: Divestitures. .................. (589) (258,037) 257,448 . (258,037)  (709,512) 451,475 L
Adjusted ..................... Ll $4,350,570 $3,848,356 $502,214 13%  $3,848,356 $3,077,694 $770,662 25%
Acquired revenues.................. $ 398,427 $ 44,977 $353,450 9% § 259,596 $ 668 $258,928 8%
Internal revenues . .................. 3,952,143 3,803,379 148,764 _ 4% 3,588,760 3,077,026 511,734 17%
Total .o $4,350,570 $3,848,356 $502,214  13%  $3,848,356 $3,077,694 $770,662  25%
Commercial

Year ended June 30, Year ended June 30,

2005 2004 $ Growth Growth % 2004 2003 $ Growth  Growth %
Total Revenues(a) ................. $2,175,087 $1,678,364 $496,723 30% $1,678,364 $1,242,908 $435,456 35%
Less: Divestitures. .................. — (6,915) 6,915 . (6915)  (30,172) 23257 .
Adjusted .......................... $2,175,087 $1,671,449 $503,638 30% $1,671,449 $1,212,736 $458,713 _38%
Acquired revenues . ................. $ 365,711 § 44,977 $320,734 19% § 228,763 § —  $228,763 19%
Internal revenues ................... 1,809,376 1,626,472 182,904 11% 1,442,686 1,212,736 229,950 _19%
Total ... .. $2,175,087 $1,671,449 $503,638 LO% $1,671,449 §1212736 $458,713 __3_8%
Government

Year ended June 30, Year ended June 30,

2005 2004 $ Growth  Growth % 2004 2003 $ Growth  Growth %
Total Revenues(b) +.......ovvv.... $2,176072 $2,428,029 $(251,957) (10)% $2,428,029 $2,544298 $(116,269)  (5)%
Less: Divestitures.................. (589) (251,122) 250,533 (251,122)  (679,340) 428,218 .
Adjusted . ... $2,175483 $2,176,907 § (1,424)  —% $2,176907 $1,864,958 $ 311,949  17%
Acquired revenues . ................ $ 32716 § — § 32716 2% $ 30833 $ 668 $§ 30,165 2%
Internal revenues .................. 2,142767 2,176,907 (34,140) _(2)% 2,146,074 1,864,290 281,784 15%
Total ... ... ... o $2,175,483 $2,176,907 $§ (1,424) —% $2,176,907 $1,864,958 §$ 311,949 17%

(a) The Commercial segment includes revenues from operations divested through June 30, 2004

$30.2 million for fiscal years 2004 and 2003, respectively.
(b) The Government segment includes revenues from operations

of $6.9 million and

divested through June 30, 2004 of $0.6 million,

$251.1 million and $679.3 million for fiscal years 2005, 2004 and 2003, respectively.
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Results of Operations

The following table sets forth certain items from our Consolidated Statements of Income expressed as a percentage of revenues.
Please refer to the comparisons below for discussion of items affecting these percentages.

Percentage of Revenues
Year ended June 30,

2005 2004 2003
ReVenUES. . ..o 100.0%  100.0% 100.0%
Operating expenses:
Wages and benefits . ... ... 429 43.6 453
Services and SUPPIIES . . . .o oot e 240 26.5 26.3
Rent, lease and maintenance . ... .. ...ttt iiit it e 11.6 10.1 9.3
Depreciation and amortization .. .......... ..ot 5.4 4.5 4.0
Gain on sale of BUSINGSS . .. ..o — (6.9) —
Other Operating EXPEeMSES . . .o\ttt ettt ettt e et e e e 1.1 1.7 14
Total Operating EXPENSES . . .« ...ttt t et e e e e 85.0 79.5 86.3
OPETating IMCOIMIE . . . . ottt ettt ettt e e e e et ettt e e 15.0 20.5 13.7
INTEIESt EXPEIISE . . . o oottt ettt e e 0.4 0.4 0.6
Other non-operating expense (INCOME), NEL. . . ..o vturn vttt ettt enenns (0.1) (0.1) 0.1
Pretax profit .. ... e e 14.7 20.2 13.0
INCOME tAX EXPEIMSE . o . vttt ettt ettt e ettt e e e 5.1 7.3 4.9
NEE INCOME .« . vt ettt ettt e e e ettt e e e e e e e e e 9.6% 12.9% 8.1%

Comparison of Fiscal Year 2005 to Fiscal Year 2004

Revenues

Revenue increased $244.8 million, or 6%, to $4.4 billion in fiscal year 2005 from $4.1 billion in fiscal year 2004. Revenues
related to the Divested Federal Business and the contracts sold to ManTech (collectively the “2004 Divestitures”) were
$0.6 million and $258 million for the year ended June 30, 2005 and 2004, respectively. Excluding the impact of the revenues
related to the 2004 Divestitures, revenues increased $502.2 million to $4.4 billion in fiscal year 2005 from $3.8 billion in fiscal
year 2004, or 13%. Internal revenue growth, excluding the impact of the revenues related to the 2004 Divestitures, for fiscal year
2005 was 4%. The remainder of the growth was related to acquisitions.

Internal revenue growth for fiscal year 2005 was impacted by the following items: (1) the termination of the Gateway and
Roadway contracts in our Commercial segment, which accounted for approximately $23.3 million and $86.3 million of revenue
in fiscal years 2005 and 2004, respectively. The Gateway contract was effectively terminated during the first quarter of fiscal
year 2005 as a result of Gateway’s acquisition of eMachines, Inc., which significantly changed its business strategy. The
Roadway contract was terminated at the end of fiscal year 2004 due to Roadway’s acquisition by Yellow Freight; and
(2) HIPAA remediation work and our development work on the Georgia Contract in our Government segment, which together
accounted for approximately $3.3 million and $100 million of revenue in fiscal years 2005 and 2004, respectively.

Revenue in our Commercial segment, which represented approximately half of our consolidated revenue for fiscal year 2003,
increased $496.7 million, or 30%, to $2.2 billion in fiscal year 2005 compared to fiscal year 2004. Revenues related to the
Divested Federal Business included in the Commercial segment were $6.9 million for fiscal year 2004. Excluding the impact of
the revenues related to the Divested Federal Business, revenues grew 30% in fiscal year 2005 compared to the same period in
fiscal year 2004. Revenue growth from acquisitions was 19% in fiscal year 2005. Internal revenue growth, excluding the impact
of the revenues related to the Divested Federal Business, was 11%, due primarily to new business signings on contracts with
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Nextel, McDonald’s, Chubb & Sons, Hallmark, Goodyear, University of Phoenix, General Electric, General Motors, Scotts
Company, Delta Airlines, Queens Medical Center and Northwest Airlines. These increases were partially offset by the loss of
the Roadway and Gateway contracts discussed above and decreased revenues in our commercial unclaimed property business.
The contracts discussed above collectively represented approximately 80% of our internal revenue growth for the period in this
segment.

Revenue in our Government segment, which represented approximately half of our consolidated revenue for fiscal year 20085,
decreased $252 million, or 10%, to $2.2 billion in fiscal year 2005 compared to fiscal year 2004. Revenues related to the 2004
Divestitures included in the Government segment were $0.6 million and $251.1 million for fiscal years 2005 and 2004,
respectively. Excluding the impact of the revenues related to the 2004 Divestitures, total Government segment fiscal year 2005
revenues were $2.2 billion, which were flat compared to the prior year. Revenue growth from acquisitions was 2% for fiscal year
2005. Internal revenue growth, excluding the impact of the revenues related to the 2004 Divestitures, declined 2%, primarily
due to decreases related to the development work on the Georgia Contract and lower HIPAA related revenues discussed above
and lower revenues in our government unclaimed property and welfare businesses partially offset by increased revenues on our
Texas Medicaid, Department of Education, North Carolina Medicaid, Oklahoma City public safety, New Jersey Department of
Human Services, New Jersey E-ZPass, North Carolina seat management, City of Memphis, Bay Area transit, New York
payment processing and Georgia e-disbursement contracts. The contracts discussed above collectively represented
approximately 84% of the net decline in our internal revenue growth for the period in this segment. Fiscal year 2004 revenue
includes a $6.7 million reduction resulting from the change in our percentage-of-completion estimates on the Georgia Contract
primarily as a result of the termination of Phase II of the contract, which was recognized in the second quarter of fiscal year
2004.

Operating Expenses

Wages and benefits increased $77.5 million, or 4.3%, to $1.9 billion. As a percentage of revenue, wages and benefits decreased
0.7% to 42.9% in fiscal year 2005 from 43.6% in fiscal year 2004. Included in wages and benefits for fiscal year 2004 are
compensation costs associated with former Federal employees of $9.8 million, which were primarily stay bonuses and
accelerated option vesting due to the sale of the Divested Federal Business. Excluding these costs, wages and benefits increased
$87.3 million, or 4.9%, in fiscal year 2005 (calculated as the $77.5 million increase plus $9.8 million compensation costs, divided
by reported wages and benefits costs for fiscal year 2004 less the $9.8 million compensation costs) and therefore decreased 0.3%
as a percentage of revenue. The sale of the Divested Federal Business, the acquisition of Lockheed Martin Corporation’s
commercial information technology outsourcing business and the new Common Services for Borrowers contract with the
Department of Education were responsible for approximately a 1.0% decrease in wages and benefits as a percentage of revenue.
The Divested Federal Business, which provided primarily system integration services to the Federal Government and its
agencies, had a higher proportion of labor related expense to its revenues. The acquisition of Lockheed Martin Corporation’s
commercial information technology outsourcing business has a lower proportion of labor costs as a percentage of revenue than
our existing operations. The new Common Services for Borrowers contract also has a lower component of wages and benefits
than our other operations due to the use of subcontractors. This decrease was offset by an increase of approximately 0.6% as a
percentage of revenue as a result of the acquisition of the Acquired HR Business, which performs human resource business
process outsourcing services and consulting services and has a higher component of wages and benefits related to its revenue.

Services and supplies decreased $43.9 million, or 4%, to $1 billion. As a percentage of revenue, services and supplies decreased
2.5% to 24% in fiscal year 2005 from 26.5% in fiscal year 2004. Several factors contributed to the decrease as a percentage of
revenue. Lower revenue in our unclaimed property business contributed 1.1% of the decrease as a percentage of revenue and the
sale of the Divested Federal Business contributed 0.9% of the decrease as a percentage of revenue, both of which had a higher
component of services and supplies than our other ongoing operations; and the $2.6 million of wind-down costs related to the
termination of Phase II of the Georgia Contract recorded in the second quarter of fiscal year 2004 contributed 0.1%.

Rent, lease and maintenance increased $86.7 million, or 20.8%, to $503.1 million. As a percentage of revenue, rent, lease and
maintenance increased 1.5% to 11.6% in fiscal year 2005 from 10.1% in fiscal year 2004. The impact of the sale of the Divested
Federal Business in fiscal year 2004, which primarily provided system integration services to its clients, contributed
approximately 0.5% of the increase as a percentage of revenue. These services typically have a lower component of rent, lease
and maintenance than information technology outsourcing services, which have higher equipment costs. Approximately 0.3% of
the increase as a percentage of revenue was due to growth in our information technology outsourcing business, both from
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acquisitions, including Lockheed Martin Corporation’s commercial information technology outsourcing business, and internal
growth. Information technology outsourcing services have higher equipment costs than business process outsourcing services.

Depreciation and amortization increased $49 million, or 26.7%, to $232.8 million. As a percentage of revenue, depreciation and
amortization increased 0.9%, to 5.4%. The sale of the Divested Federal Business, which had a lower component of depreciation
and amortization expense as a percentage of revenue than our ongoing operations due to lower equipment costs, contributed
0.3% of the increase as a percentage of revenue. In addition, depreciation and amortization increased as a percentage of revenue
due to the acceleration of $2.3 million intangible asset amortization related to the Gateway contract termination. The remaining
increase as a percentage of revenue is due to the impact of capital expenditures and additions to intangible assets necessary to
support our new business and acquisitions.

Other operating expense decreased $20.6 million, or 30.8%, to $46.4 million. As a percentage of revenue, other operating
expense decreased 0.6%, to 1.1%. Fiscal year 2004 included a $10 million accrual for the settlement with the Georgia
Department of Community Health and a $10 million accrual for the settlement with former employees of Gibraltar Savings
Association and/or First Texas Savings Association offset by a $5.4 million gain on the sale the Hanscom contracts.

Interest expense

Interest expense increased $1.6 million in fiscal year 2005 compared to fiscal year 2004, primarily as a result of higher interest
expense resulting from an increase in the average balance outstanding on our revolving credit facilities used to fund share
repurchases and acquisitions, as well as interest expense from the Senior Notes issued in the fourth quarter of fiscal year 2005.
This increase was partially offset by the impact of the redemption of our 3.5% Subordinated Convertible Notes in the third
quarter of fiscal year 2004.

Income tax expense

Our effective tax rate decreased to 35.1% in fiscal year 2005 from 36.1% in fiscal year 2004. Our effective tax rate is higher than
the 35% federal statutory rate primarily due to the effect of state tax expense offset by a prior year divestiture tax benefit of
$9.6 million recognized in. fiscal year 2005 as well as $4.7 million and $6.1 million of research and development tax credits
recognized in fiscal years 2005 and 2004, respectively.

Comparison of Fiscal Year 2004 to Fiscal Year 2003

Revenues

Revenues increased $319.2 million, or 8%, to $4.1 billion in fiscal year 2004 from $3.8 billion in fiscal year 2003. Revenues related
to the 2004 Divestitures were $258 million and $709.5 million in fiscal year 2004 and 2003, respectively. Excluding the impact of
the revenues related to the 2004 Divestitures, revenues increased from $3.1 billion in fiscal year 2003 to $3.8 billion in fiscal year
2004, or 25%. Revenue in fiscal year 2004 includes a $6.7 million reduction resulting from the change in our percentage-of-
completion estimates on the Georgia Contract primarily as a result of the termination of Phase II of the contract, which was
recognized in the second quarter of fiscal year 2004. Internal revenue growth, excluding the impact of the revenues related to the
2004 Divestitures, for fiscal year 2004 was 17%. The remainder of the growth was related to acquisitions.

Revenue in our Commercial segment, which represented 41% of consolidated revenue for fiscal year 2004, increased
$435.5 million, or 35%, to $1.7 billion in fiscal year 2004 compared to fiscal year 2003, Revenues related to the Divested Federal
Business included in the Commercial segment were $6.9 million and $30.2 million in fiscal years 2004 and 2003, respectively.
Excluding the impact of the revenues related to the Divested Federal Business, revenues grew 38% in fiscal year 2004 compared
to fiscal year 2003. Internal revenue growth, excluding the impact of the revenues related to the Divested Federal Business, was
19% primarily due to the ramp up of new business including, among others, the Motorola, General Motors, Gateway, Ingram
Micro, Miller Brewing, Northwest Airlines, and Trilegiant contracts. These contracts collectively represent 74% of the internal
growth for the period in this segment. As discussed previously, our Gateway contract has been terminated. The remaining 19%
of total revenue growth was from acquisitions.

Revenue in our Governmient segment, which represented 59% of consolidated revenue for fiscal year 2004, decreased
$116.3 million, or 5%, to $2.4 billion in fiscal year 2004 compared to fiscal year 2003. Revenues related to the 2004 Divestitures
included in the Government segment were $251.1 million and $679.3 million for fiscal years 2004 and 2003, respectively.
Excluding the impact of the revenues related to the 2004 Divestitures, revenues grew 17% in fiscal year 2004 to $2.2 billion from
$1.9 billion in fiscal year 2003. Revenue in fiscal year 2004 includes a $6.7 million reduction resulting from the change in our
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percentage-of-completion estimates on the Georgia Contract primarily as a result of the termination of Phase II of the contract,
which was recognized in the second quarter of fiscal year 2004. Internal revenue growth, excluding the impact of the revenues
related to the 2004 Divestitures, was 15%, due primarily to increased revenue in our Texas Medicaid, Department of Education,
New Jersey E-ZPass, Florida Medicaid, Georgia Healthcare Partnership, Ohio and Illinois child support payment processing
contracts, and higher non-recurring revenues related to our government unclaimed property business and HIPAA remediation
work. These revenues collectively represent 82% of the internal growth for the period in this segment. The remaining 2% of total
revenue growth is from acquisitions.

Operating Expense

Wages and benefits increased $73.5 million, or 4%, to $1.8 billion. As a percentage of revenues, wages and benefits decreased
1.7% to 43.6%. Included in fiscal year 2004 wages and benefits were compensation costs of $9.8 million associated with former
Federal employees, which were primarily stay bonuses and accelerated option vesting due to the Divested Federal Business.
Excluding these costs, wages and benefits increased $63.7 million, or 4% in fiscal year 2004 as compared to fiscal year 2003
(calculated as the $73.5 million increase less $9.8 million compensation costs, divided by reported fiscal year 2003 wages and
benefits costs) and therefore decreased to 43.3% as a percentage of revenue. The sale of the Divested Federal Business and the
acquisition of Lockheed Martin Corporation’s commercial information outsourcing business were primarily responsible for the
decrease in labor costs as a percentage of revenue. The Divested Federal Business, which provided primarily system integration
services to the Federal Government and its agencies, had a higher proportion of labor related expenses to its revenues. In
addition, the acquisition of Lockheed Martin Corporation’s commercial information technology outsourcing business had a
lower proportion of labor costs as a percentage of revenue than business process outsourcing.

Services and supplies increased $95.8 million, or 10%, to $1.1 billion. As a percentage of revenues, services and supplies
increased 0.2% to 26.5% in fiscal year 2004. This percentage increase is primarily due to $2.6 million of wind-down costs related
to the termination of Phase II of the Georgia Contract discussed earlier.

Rent, lease and maintenance expense increased $64.5 million, or 18%, to $416.4 million. As a percentage of revenue, rent, lease
and maintenance increased 0.8% to 10.1%. This increase was primarily due to the sale of our Divested Federal Business in fiscal
year 2004, which provided primarily system integration services to its clients. These services typically have a lower percentage of
rent, lease and maintenance than our information technology services, which have higher equipment costs.

Gain on sale of business was $285.3 million, or 6.9%, of revenues for fiscal year 2004. This gain was related to the sale of our
Divested Federal Business, as discussed above.

Depreciation and amortization increased $31.7 million, or 21% to $183.8 million. Depreciation and amortization expense was
positively impacted by approximately $6.2 million in fiscal year 2004 as a result of the cessation of depreciation and
amortization related to the assets held for sale in our Divested Federal Business. As a percentage of revenue, depreciation and
amortization increased 0.5%, to 4.5%, due to $258 million of capital expenditures and additions to intangible assets, offset by the
sale of the Divested Federal Business, which had a lower percentage of depreciation and amortization to revenue than our
remaining business, and the cessation of depreciation and amortization.

Other operating expenses increased $14.5 million, or 28% to $67.1 million. As a percentage of revenue, other operating expenses
increased 0.3% to 1.7% primarily as a result of the previously discussed $10 million legal settlement with former employees of
Gibraltar Savings Association and/or First Texas Savings Association and the $10 million settlement with the DCH discussed
earlier, offset by the $5.4 million gain on the sale of the Hanscom contracts.

Interest Expense

Interest expense decreased $8.2 million to $17 million primarily due to lower average debt outstanding. The lower average
outstanding debt was the result of the paydown of our Prior Facility (defined below) with the proceeds from the sale of the
Divested Federal Business in the second quarter of fiscal year 2004 and the conversion of our 3.5% Convertible Subordinated
Notes in the third quarter of fiscal year 2004, offset by subsequent increases in our Prior Facility resulting from borrowings
incurred to fund our share repurchase programs.

Other Non-Operating Expense (Income), net

Other non-operating income in fiscal year 2004 includes an increase of $1.2 million of investment income. Other non-operating
expense in fiscal year 2003 includes $3.4 million of write-downs of long-term cost basis investments.
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Tax Expense

Our effective tax rate decreased from 37.5% in fiscal year 2003 to 36.1% in fiscal year 2004. In fiscal year 2004, we recognized
$4.6 million of income tax credits related to prior years’ research and development costs, $1.5 million of income tax credits
related to current year research and development costs and approximately $1.6 million of divestiture related tax benefits related
to the sale of a foreign subsidiary. In addition, the effective tax rate on the gain related to the sale of the Divested Federal
Business was 36.1%. Our effective tax rate exceeds the 35% statutory rate primarily due to state income taxes, offset by the
items above.

Liquidity and Capital Resources

We finance our ongoing business operations through cash flows provided by operating activities and utilize excess cash flows
combined with the issuance of debt and equity to finance our acquisition strategy.

Cash Flows

During fiscal year 2005, we generated approximately $739.3 million in cash flows provided by operating activities compared to
the fiscal year 2004 amount of approximately $476.2 million. Fiscal year 2005 cash flows provided by operating activities
includes a temporary benefit of $75.9 million arising from Mellon Financial Corporation (‘“Mellon”) funding certain operating
expenses of the Acquired HR Business that were not reimbursed to Mellon until July 2005 per the terms of a Transition
Services Agreement. Mellon is providing certain accounting, treasury and payroll services for an interim period. As part of these
services, Mellon is also paying certain operational costs on our behalf, such as employee related expenses and accounts payable.
This agreement and the related timing of payments to Mellon had a favorable impact on our cash flows provided by operating
activities for fiscal year 2005 and will continue to impact our cash flows provided by operating activities until the third quarter of
fiscal year 2006 upon full integration of the Acquired HR Business employees and related accounting systems. Fiscal year 2005
cash flows provided by operating activities were negatively impacted by the payment of approximately $19.3 million related to
the settlement of the interest rate hedges associated with the issuance of the Senior Notes (see Derivatives below). Excluding
these items in fiscal year 2005, cash flows provided by operating activities was $682.7 million.

Fiscal year 2004 cash flows provided by operating activities was negatively impacted by a tax payment of approximately
$88.1 million related to the gain from the sale of the Divested Federal Business (gross proceeds from the sale of the Divested
Federal Business are reflected in cash flows provided by investing activities, but the tax payment related to the sale is presented
as a reduction in cash flows provided by operating activities). Excluding this tax payment in fiscal year 2004, cash flows
provided by operating activities was $564.3 million.

Excluding the items discussed above, the increase in cash flows provided by operating activities in fiscal year 2005 was primarily
a result of increased net income and increased collections on our accounts receivable balances. In fiscal year 2004, cash flows
provided by operating activities were adversely impacted by increased receivables related to development work on our Georgia
contract, which was substantially completed in the third quarter of fiscal year 2004. We collected billed amounts outstanding
related to this development work in fiscal year 2005. The fiscal year 2005 improvement in net income (excluding the fiscal year
2004 Gain on Sale of Business) and accounts receivables was partially offset by increased payments on our accrued liability
balances, including the payment of a prior year legal settlement of $10 million (see Significant Developments — Fiscal Year
2004) and the payment of the settlement on the Georgia Contract of $10 million (see Significant Developments — Fiscal Year
2004), as well as the timing of payments related to software used in our information technology outsourcing business, transfer
agent fees related to our unclaimed property business and other contract related costs.

Accounts receivable fluctuations may have a significant impact on our cash flows provided by operating activities. The
payments received from clients on our billed accounts receivables and the increase in such accounts receivable are reflected as a
single component of our cash flows provided by operating activities, and the timing of collections of these receivables may have
either a positive or negative impact on our liquidity.

During fiscal year 2005, free cash flow (as defined below) was approximately $450.6 million versus approximately
$218.3 million for fiscal year 2004. Fiscal year 2005 free cash flow includes the $75.9 million benefit from May and June
operating expense for the Acquired HR Business due to Mellon financing certain operating expenses on a temporary basis (as
discussed above) offset by the $19.3 million payment related to the settlement of the interest rate hedges (as discussed above).
Excluding these items, fiscal year 2005 free cash flow was $393.9 million. Fiscal year 2004 was negatively impacted by a tax
payment of approximately $88.1 million as discussed above. Excluding this $88.1 million tax payment, fiscal year 2004 free cash
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flow was $306.4 million. Other items impacting the vear over year growth of free cash flow are discussed above. Capital
expenditures (defined as purchases of property, equipment and software, net) and additions to other intangibles for fiscal year
2005 were $288.7 million, or 6.6% of revenue compared to $258 million, or 6.3% of revenue, in fiscal year 2004.

During fiscal year 2004, free cash flow was approximately $218.3 million versus approximately $291.7 million for fiscal year
2003. However, as discussed above, fiscal year 2004 was negatively impacted by a tax payment of approximately $88.1 million
related to the gain from the sale of the Divested Federal Business. Excluding this $88.1 million tax payment, fiscal year 2004
free cash flow was $306.4 million. Other items impacting the year over year growth of free cash flow are discussed above.
Capital expenditures (defined as purchases of property, equipment and software, net) and additions to other intangibles for
fiscal year 2004 were $258 million, or 6.3% of revenue compared to $253.6 million, or 6.7% of revenue, in fiscal year 2003.

Free cash flow is measured as cash flow provided by operating activities (as reported in our consolidated statements of cash
flow), less capital expenditures (purchases of property, equipment and software, net of sales, as reported in our consolidated
statements of cash flow) less additions to other intangible assets (as reported in our consolidated statements of cash flows). We
believe this free cash flow metric provides an additional measure of available cash flow after we have satisfied the capital
expenditure requirements of our operations, and should not be taken in isolation to be a measure of cash flow available for us to
satisfy all of our obligations and execute our business strategies. We also rely on cash flows from investing and financing
activities which, together with free cash flow, are expected to be sufficient for us to execute our business strategies. Our
measure of free cash flow may not be comparable to similarly titled measures of other companies. The following table sets forth
the calculations of free cash flow (in thousands):

Year ended June 30,

2005 2004 2003
Net cash provided by operating activities(a) .......... i aan., $ 739,348 § 476,209 $ 545,305
Purchases of property, equipment and software, net ....................... . .... (253,231) (224,621)  (205,673)
Additions to other intangible assets . .......... ... ... .. . e ~ (35,518) (33,329) (47,967)
Free cash flow(@) .. ..ovvreiiiii i $ 450,599 § 218,259 § 291,665

(a) Fiscal year 2005 net cash provided by operating activities and free cash flow is positively impacted by a $75.9 million
benefit of the Acquired HR Business operating expenses funded by Mellon Financial Corporation offset by a payment of
$19.3 million related to the settlement of the interest rate hedges. Fiscal year 2004 net cash provided by operating activities
and free cash flow includes a tax payment of approximately $88.1 million related to the gain from the sale of the Divested
Federal Business.

As discussed and defined in “New Accounting Pronouncements” below, we will adopt SFAS 123(R) July 1, 2005. Under
SFAS 123(R), the excess tax benefits from the exercise of stock options which was historically classified as net cash provided
by operating activities pursuant to Emerging Issues Task Force Issue No. 00-15 “Classification in the Statement of Cash Flows
of the Income Tax Benefit Received by a Company upon Exercise of a Nonqualified Employee Stock Option” will be reported
in net cash provided by financing activities after the implementation of SFAS 123(R).

During fiscal year 2005, 2004 and 2003, cash provided by (used in) investing activities was ($922 million), $70.4 million and
($320.1 million), respectively. We used $626.9 million for acquisitions during fiscal year 2005, primarily for the purchase of the
Acquired HR Business, Superior and BlueStar. Fiscal year 2004 includes proceeds from the 2004 Divestitures of $583.1 million
as well as payments for acquisitions during the period of $251.7 million, including the acquisition of Lockheed Martin’s
commercial information technology business, PASC and TMI. Fiscal year 2003 includes $76.8 million of payments for
acquisitions, including the acquisition of CyberRep. Cash used for the purchase of property, equipment and software and
additions to other intangible assets was $288.7 million in fiscal year 2005, $258 million in fiscal year 2004 and $253.6 million in
fiscal year 2003.

During fiscal year 2005, approximately $168.4 million was provided by financing activities. Such financing activities included
$496.1 million net proceeds from the issuance of the Senior Notes, offset by repurchases of approximately 4.9 million shares of
our common stock pursuant to our share repurchase programs for approximately $250.8 million and net repayments of debt
primarily under our credit facilities of $143.7 million. Fiscal year 2004 cash used in financing activities included the repurchase
of approximately 15 million shares of our common stock pursuant to our share repurchase programs, offset by net borrowings
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primarily under our Prior Credit Facility (defined below) of $185.4 million, primarily to fund our share repurchase programs.
Fiscal year 2003 cash used in financing activities was primarily related to the paydown of debt.

Senior Notes

On June 6, 2003, we completed a public offering of $250 million aggregate principal amount of 4.70% Senior Notes due June 1,
2010 and $250 million aggregate principal amount of 5.20% Senior Notes due June 1, 2015. Interest on the Senior Notes is
payable semiannually. The net proceeds from the offering of approximately $496 million, after deducting underwriting
discounts, commissions and expenses, were used to repay a portion of the outstanding balance of our Credit Facility (defined
below), part of which was incurred in connection with the acquisition of the Acquired HR Business. We may redeem some or
all of the Senior Notes at any time prior to maturity, which may include prepayment penalties determined according to pre-
established criteria.

The Senior Notes contain customary covenants including, but not limited to, restrictions on our ability, and the ability of our
subsidiaries, to create or incur secured indebtedness, merge or consolidate with another person, or enter into certain sale and
leaseback transactions.

Upon the occurrence of certain events of default, the principal of, and all accrued and unpaid interest on, the Senior Notes may
be declared due and payable by the trustee, The Bank of New York Trust Company, N.A., or the holders of at least 25% in
principal amount of the outstanding Senior Notes. Such events of default include, but are not limited to, payment default,
covenant defaults, material payment defaults (other than under the Senior Notes) and voluntary or involuntary bankruptcy
proceedings. As of June 30, 2005, we were in compliance with the covenants of our Senior Notes.

Credit Facilities

On October 27, 2004, we entered into a Five Year Competitive Advance and Revolving Credit Facility Agreement with
JPMorgan Chase Bank, as Administrative Agent (“JP Morgan”), and Wells Fargo Bank, National Association, as Syndication
Agent, and a syndication of 19 other lenders (the “Credit Facility”’). Proceeds from advances under the Credit Facility were
used for general corporate purposes, to fund acquisitions and for repurchases under our share repurchase programs. The Credit
Facility provides for an unsecured $1.5 billion multi-currency revolving credit and competitive advance facility (fully available
in U.S. dollars, Euros or competitive loans in any currency). Multi-currency commitments (available in certain specified
currencies other than U.S. dollars or Euros) in an initial aggregate amount of $200 million and swing line loans in an amount up
to $150 million are provided under the facility. Subject to affirmation of representations and warranties, status of no default and
commitments by willing lenders, the Credit Facility may be increased by up to an additional $300 million. The lending
commitments under the Credit Facility are scheduled to terminate October 27, 2009. The terms and rates of the Credit Facility
are generally more favorable than those of the Prior Facility (defined below). At the closing of the Credit Facility, we borrowed
$316 million under the Credit Facility to pay off and terminate the Prior Facility. In addition, $94 million in letters of credit
were issued at closing under the Credit Facility to replace letters of credit outstanding under the Prior Facility.

Other than competitive loans and swing line loans, advances under the Credit Facility bear interest at a Base Rate (generally
equal to the prime rate of JP Morgan) or a Eurocurrency rate plus a percentage (ranging from 0.220% to 0.775%, currently
0.39%) determined based on our credit rating. We are required to pay accrued interest at established intervals based upon our
elected interest period. -

Among other fees, we pay a facility fee of 0.110% per annum (due quarterly), based on our credit rating on the aggregate
commitment of the Credit Facility, whether used or unused. We also pay a utilization fee of 0.125% on the total amount
outstanding under the Credit Facility for each day that such amount exceeds 50% of the aggregate commitments then in effect.

The Credit Facility contains customary covenants including, but not limited to, restrictions on our ability, and in certain
instances, our subsidiaries’ ability, to incur liens, merge or dissolve, finance accounts receivables, or sell or transfer assets. The
Credit Facility also limits our ability to incur additional indebtedness at the subsidiary level. In addition, we may not permit our
consolidated leverage ratio to exceed 2.75 to 1.0 or our consolidated interest coverage ratio to be less than 3.50 to 1.0.

Upon the occurrence of certain events of default, our obligations under the Credit Facility may be accelerated and the lending
commitments under the Credit Facility terminated. Such events of default include, but are not limited to, payment default to
lenders, material inaccuracies of representations and warranties, covenant defaults, material payment defaults (other than under
the Credit Facility), voluntary and involuntary bankruptcy proceedings, material money judgments, material ERISA events, or
change of control. As of June 30, 2005, we were in compliance with the covenants of our Credit Facility.
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Simultaneously with entering into the $1.5 billion Credit Facility, we terminated our then existing $875 million revolving credit
facility (the “Prior Facility”) on October 27, 2004 and repaid the $316 million outstanding on the Prior Facility with borrowings
under the Credit Facility.

Draws made under our credit facilities are made to fund cash acquisitions, share repurchases and for general working capital
requirements. During fiscal year 2005, the balance outstanding under our credit facilities for borrowings ranged from
$233.9 million to $798.3 million. At June 30, 2005, we had approximately $1.2 billion available on our Credit Facility after
giving effect to outstanding indebtedness and $100.9 million of outstanding letters of credit that secure certain contractual
performance and other obligations and which reduce the availability of our Credit Facility. At June 30, 2005, we had
$0.2 billion outstanding on our Credit Facility, which is reflected in long-term debt, and of which substantially all bore interest
from 3.61% to 3.72%.

Other credit arrangements

Certain contracts, primarily in our Government segment, require us to provide a surety bond or a letter of credit as a guarantee
of performance. As of June 30, 2005, $269.2 million of outstanding surety bonds and $84.9 million of our outstanding letters of
credit secure our performance of contractual obligations with our clients. In general, we would only be liable for the amount of
these guarantees in the event of default in the performance of our obligations under each contract, the probability of which we
believe is remote. In addition, we had approximately $16 million of letters of credit which secure our casualty insurance and
certain vendor programs. We believe that we have sufficient capacity in the surety markets and liquidity from our cash flow and
Credit Facility to respond to future requests for proposals.

We believe that available cash and cash equivalents, together with cash generated from operations and available borrowings
under our Credit Facility, will provide adequate funds for our anticipated internal growth and operating needs, including capital
expenditures, and to meet the cash requirements of our contractual obligations below. In addition, we intend to continue our
growth through acquisitions, which could require significant commitments of capital. In order to pursue such opportunities we
may be required to incur debt or to issue additional potentially dilutive securities in the future. No assurance can be given as to
our future acquisitions and expansion opportunities and how such opportunities will be financed.

Derivatives

In order to hedge the variability of future interest payments related to our Senior Notes resulting from changing interest rates,
we entered into forward interest rate agreements in April 2005. The agreements were designated as cash flow hedges of
forecasted interest payments in anticipation of the issuance of our Senior Notes. The notional amount of the agreements totaled
$500 million and the agreements were terminated in June 2005 upon issuance of the Senior Notes. The settlement of the
forward interest rate agreements of $19 million ($12 million, net of income tax expense) is reflected in accumulated other
comprehensive income and will be amortized as an increase in reported interest expense over the term of the Senior Notes, with
approximately $2.5 million amortized over the next 12 months. During fiscal year 2005, we amortized approximately
$0.2 million to interest expense. The amount of gain or loss related to hedge ineffectiveness was not material.

Share Repurchase Programs

Our Board of Directors has authorized two share repurchase programs totaling $1.25 billion of our Class A common stock. On
September 2, 2003, we announced that our Board of Directors authorized a share repurchase program of up to $500 million of
our Class A common stock and on April 29, 2004, we announced that our Board of Directors authorized a new, incremental
share repurchase program of up to $750 million of our Class A common stock. The programs, which are open-ended, will allow
us to repurchase our shares on the open market from time to time in accordance with SEC rules and regulations, including
shares that could be purchased pursuant to SEC Rule 10b5-1. The number of shares to be purchased and the timing of
purchases will be based on the level of cash and debt balances, general business conditions and other factors, including
alternative investment opportunities. We intend to fund the repurchase programs from various sources, including, but not
limited to, cash on hand, cash flow from operations, and borrowings under our existing revolving Credit Facility. As of June 30,
2005, we had repurchased approximately 19.9 million shares at a total cost of approximately $994 million and reissued
0.7 million shares for proceeds totaling $33.1 million to fund contributions to our employee stock purchase plan and 401 (k)
plan. We have not repurchased any shares subsequent to June 30, 2005.
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Convertible Notes

On February 27, 2004, we completed the redemption of our 3.5% Convertible Subordinated Notes due February 15, 2006 (the
“Convertible Notes”). Holders of 99.9% of all the outstanding Convertible Notes converted their Convertible Notes to
23.0234 shares of our Class A common stock per $1,000 principal amount of Convertible Notes in accordance with the
procedures specified in the related indenture governing the Convertible Notes. As the result of such conversions, approximately
7.3 million shares of our Class A common stock were issued to such noteholders at the conversion price of $43.44 per share. The
remaining Convertible Notes were redeemed in cash at 101.4% of the principal amount, resulting in a cash redemption of
$269,000.

Other

At June 30, 2005, we had cash and cash equivalents of $62.7 million compared to $76.9 million at June 30, 2004. Our working
capital (defined as current assets less current liabilities) decreased $0.9 million to $406 million at June 30, 2005 from
$406.9 million at June 30, 2004. Our current ratio (defined as total current assets divided by total current liabilities) was 1.5
and 1.6 at June 30, 2005 and 2004, respectively. Our debt-to-capitalization ratio (defined as the sum of short-term and long-
term debt divided by the sum of short-term and long-term debt and equity) was 21% and 12.6% at June 30, 2005 and 2004,
respectively.

In order to conform our stock option program with standard market practice, on February 2, 2005, our Board of Directors
approved an amendment to stock options previously granted that did not become exercisable until five years from the date of
grant to provide that such options become exercisable on the day they vest. Options granted under both our 1997 Stock
Incentive Plan and our 1988 Stock Option Plan generally vest in varying increments over a five year period. It is expected that
future option grants will contain matching vesting and exercise schedules. This amendment does not amend or affect the vesting
schedule, exercise price, quantity of options granted, shares into which such options are exercisable or life of any award under
any outstanding option grant. Therefore, no compensation expense was recorded.

Related Party Transactions

Prior to July 2002, we held a minority preferred stock interest in DDH Aviation, Inc., a corporate airplane brokerage company
organized in 1997 (as may have been reorganized subsequent to July 2002, herein referred to as “DDH”’). Our Chairman owns
a majority voting interest in DDH and our President and General Counsel, along with our Chairman, were directors of DDH.
At June 30, 2002, DDH had a $48 million line of credit with Citicorp USA, Inc. (“Citicorp”), for which we and our Chairman,
in exchange for warrants to acquire additional voting stock, acted as partial guarantors. In addition, we obtained access to
corporate aircraft at favorable rates in consideration of our guaranty. We had guaranteed up to approximately $11.5 million of
the line of credit and our Chairman guaranteed up to approximately $17.5 million of the line of credit.

In July 2002, our Chairman assumed in full our guaranty obligations to Citicorp and Citicorp released in full our guaranty
obligations. Qur minority preferred stock interest and warrants (with a recorded value of $100,000 at June 30, 2002) in DDH
were cancelled. We have no further ownership interest in DDH. Our officers, other than the Chairman, are no longer directors
of DDH. As partial consideration for the release of our corporate guaranty, we entered into an agreement to provide certain
administrative services to DDH at no charge until such time as DDH meets certain specified financial criteria. In the first
quarter of fiscal year 2003, we purchased $1 million in prepaid charter flights at favorable rates from DDH. As of June 30, 2005
and 2004, we had $0.6 million and $0.7 million, respectively, remaining in prepaid flights with DDH. During fiscal year 2003,
we paid DDH approximately $0.5 million for maintenance services, chartered aircraft and equipment. We made no payments to
DDH during fiscal years 2005 and 2004.

During fiscal years 2005, 2004 and 2003, we purchased approximately $9.0 million, $6.4 million and $6.8 million, respectively,
of office products and printing services from Prestige Business Solutions, Inc., a supplier owned by our Chairman’s daughter-in-
law. These products and services were purchased on a competitive bid basis in substantially all cases. We believe this
relationship has allowed us to obtain these products and services at quality levels and costs more favorable than would have been
available through alternative market sources.
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Disclosures about Contractual Obligations and Commercial Commitments as of June 30, 2005 (in thousands):

Payments Due by Period

Less than After

Contractual Obligations Total 1 Year 1-3 Years 4-5 Years 5 Years
Senior Notes, net of unamortized discount(1) ..... S $ 499288 % — —  $249,916  $249,372
Long-term debt(1) ......... ... ... i 244,082 682 — 243,400 —
Capital lease obligations(1) ............... ... .ot 13,177 5,510 7,147 520 —
Operating 1€ases ..........cooviiiniin i 680,576 221,020 265,752 107,047 86,757
Purchase obligations . ........... .. ... ... i, 26,621 8,291 16,580 1,750 —
Total Contractual Cash Obligations ................... $1,463,744  $235,503  $289,479  $602,633  $336,129

Total Amount of Commitment Expiration per Period
Amounts Less than After

Other Commercial Commitments Committed 1 Year 1-3 Years 4-5 Years 5 Years
Standby letters of credit.................. ... ..., $ 100,891 $100,891 $ — 3 — 3 -
Surety Bonds . ... 269,206 255,427 13,779 — —
Total Commercial Commitments ...................... $ 370,097 $356,318 $ 13,779 § —  $ —_

(1) Excludes accrued interest of $2.6 million at June 30, 2005.

We have entered into various contractual agreements to purchase telecom services. These agreements provide for minimum
annual spending commitments, and have varying terms through fiscal year 2009, and are included in purchase obligations in the
table above.

We expect to contribute between $3.5 million and $4.4 million to our pension plans in fiscal year 2006. Minimum pension
funding requirements are not included in the table above as such amounts are zero for our pension plans as of June 30, 2005.
See Critical Accounting Policies and Note 13 of our Consolidated Financial Statements for discussion of our pension plans.

As discussed above, certain contracts, primarily in our Government segment, require us to provide a surety bond or a letter of
credit as a guarantee of performance. As of June 30, 2005, outstanding surety bonds of $269.2 million and $84.9 million of our
outstanding letters of credit secure our performance of contractual obligations with our clients. Approximately $16 million of
letters of credit secure our casualty insurance and vendor programs. In general, we would only be liable for the amount of these
guarantees in the event of default in our performance of our obligations under each contract, the probability of which we believe
is remote.

We are obligated to make certain contingent payments to former shareholders of acquired entities upon satisfaction of certain
contractual criteria in conjunction with certain acquisitions. During fiscal year 2005, 2004 and 2003, we paid $17 million,
$10.4 million and $8 million, respectively, related to acquisitions completed in prior years. As of June 30, 2005, the maximum
aggregate amount of the outstanding contingent obligations to former shareholders of acquired entities is approximately
$45.5 million, of which $6.3 million was earned during fiscal year 2005. The $6.3 million has been accrued as of June 30, 2005
and is expected to be paid during the first quarter of fiscal year 2006. Upon satisfaction of the specified contractual criteria, any
such payment would result primarily in a corresponding increase in goodwill.

We have indemnified Lockheed Martin Corporation against certain specified claims from certain pre-sale litigation,
investigations, government audits and other issues related to the Divested Federal Business. Our contractual maximum
exposure under these indemnifications is $85 million; however, we believe the actual exposure to be significantly less. As of
June 30, 2005, other accrued liabilities include a reserve for these claims in an amount we believe to be adequate at this time.
As discussed in Item 3. Legal Proceedings, we have agreed to indemnify ManTech International Corporation with respect to
the DOJ investigation related to purchasing activities at Hanscom during the period 1998-2000.

Our Education Services business, which is included in our Commercial segment, performs third party student loan servicing in
the Federal Family Education Loan program (“FFEL”) on behalf of various financial institutions. We service these loans for
investors under outsourcing arrangements and do not acquire any servicing rights that are transferable by us to a third party. At
June 30, 2005, we serviced a FFEL portfolio of approximately 1.6 million loans with an outstanding principal balance of
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approximately $21.2 billion. Some servicing agreements contain provisions that, under certain circumstances, require us to
purchase the loans from the investor if the loan guaranty has been permanently terminated as a result of a loan default caused
by our servicing error. If defaults caused by us are cured during an initial period, any obligation we may have to purchase these
loans expires. Loans that we purchase may be subsequently cured, the guaranty reinstated and then we repackage the loans for
sale to third parties. We ievaluate our exposure under our purchase obligations on defaulted loans and establish a reserve for
potential losses, or default liability reserve, through a charge to the provision for loss on defaulted loans purchased. The reserve
is evaluated periodically and adjusted based upon management’s analysis of the historical performance of the defaulted loans.
As of June 30, 2005 and 2004, other accrued liabilities include reserves which we believe to be adequate.

Critical Accounting Policies

The preparation of our financial statements in conformity with generally accepted accounting principles requires us to make
estimates and assumptions relating to the reporting of assets and liabilities, the disclosure of contingent assets and liabilities, and
the reported amounts of revenues and expenses. We base our estimates on historical experience and on various other
assumptions or conditions that are believed to be reasonable under the circumstances. Actual results could differ from those
estimates under different assumptions or conditions.

Critical accounting policies are defined as those that are reflective of significant judgments and uncertainties and may result in
materially different results under different assumptions and conditions. We believe that the following critical accounting policies
used in the preparation of our consolidated financial statements involve significant judgments and estimates.

Revenue recognition

A significant portion of our revenue is recognized based on objective criteria that does not require significant estimates or
uncertainties. For example, transaction volumes and time and costs under time and material and cost reimbursable
arrangements are based on specific, objective criteria under the contracts. Accordingly, revenues recognized under these
methods do not require 'the use of significant estimates that are susceptible to change. Revenue recognized using the
percentage-of-completion .accounting method does require the use of estimates and judgment as discussed below.

Our policy follows the guidance from SEC Staff Accounting Bulletin 104 “Revenue Recognition” (“SAB 104”). SAB 104
provides guidance on the recognition, presentation, and disclosure of revenue in financial statements and updates Staff
Accounting Bulletin Topic 13 to be consistent with Emerging Issues Task Force Issue No. 00-21, “Revenue Arrangements with
Multiple Deliverables” (“EITF 00-21”). We recognize revenues when persuasive evidence of an arrangement exists, the
services have been provided to the client, the sales price is fixed or determinable, and collectibility is reasonably assured.

During fiscal year 2005, approximately 73% of our revenue was recognized based on transaction volumes, approximately 14%
was fixed fee based, wherein our revenue is earned as we fulfill our performance obligations under the arrangement,
approximately 8% was related to cost reimbursable contracts, approximately 3% of our revenue was recognized using
percentage-of-completion accounting and the remainder is related to time and material contracts. Qur revenue mix is subject to
change due to the impact of acquisitions and new business.

Revenues on cost reimbursable contracts are recognized by applying an estimated factor to costs as incurred, such factor being
determined by the contract provisions and prior experience. Revenues on unit-price contracts are recognized at the contractual
selling prices of work completed and accepted by the client. Revenues on time and material contracts are recognized at the
contractual rates as the labor hours and direct expenses are incurred.

Revenues for business process outsourcing services are recognized as services are rendered, generally on the basis of the number
of accounts or transactions processed. Information technology processing revenues are recognized as services are provided to the
client, generally at the contractual selling prices of resources consumed or capacity utilized by our clients. Revenues from
annual maintenance contracts are deferred and recognized ratably over the maintenance period. Revenues from hardware sales
are recognized upon delivery to the client and when uncertainties regarding customer acceptance have expired.

Revenues on certain fixed price contracts where we provide information technology system development and implementation
services are recognized over the contract term based on the percentage of development and implementation services that are
provided during the period compared with the total estimated development and implementation services to be provided over the
entire contract using Statement of Position 81-1, “Accounting for Performance of Construction-Type and Certain Production-
Type Contracts” (“SOP 81-1"). SOP 81-1 requires the use of percentage-of-completion accounting for long-term contracts
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that are binding agreements between us and our customers in which we agree, for compensation, to perform a service to the
customer’s specifications. These services require that we perform significant, extensive and complex design, development,
modification and implementation activities for our customers’ systems. Performance will often extend over long periods, and our
right to receive future payment depends on our future performance in accordance with the agreement.

The percentage-of-completion methodology involves recognizing revenue using the percentage of services completed, on a
current cumulative cost to total cost basis, using a reasonably consistent profit margin over the period. Due to the longer term
nature of these projects, developing the estimates of costs often requires significant judgment. Factors that must be considered
in estimating the progress of work completed and ultimate cost of the projects include, but are not limited to, the availability of
labor and labor productivity, the nature and complexity of the work to be performed, and the impact of delayed performance. If
changes occur in delivery, productivity or other factors used in developing the estimates of costs or revenues, we revise our cost
and revenue estimates, which may result in increases or decreases in revenues and costs, and such revisions are reflected in
income in the period in which the facts that give rise to that revision become known.

EITF 00-21 addresses the accounting treatment for an arrangement to provide the delivery or performance of multiple products
and/or services where the delivery of a product or system or performance of services may occur at different points in time or
over different periods of time. The Emerging Issues Task Force reached a consensus regarding, among other issues, the
applicability of the provisions regarding separation of contract elements in EITF 00-21 to contracts where one or more elements
fall within the scope of other authoritative literature, such as SOP 81-1. EITF 00-21 does not impact the use of SOP 81-1 for
contract elements that fall within the scope of SOP 81-1, such as the implementation or development of an information
technology system to client specifications under a long-term contract. Where an implementation or development project is
contracted with a client, and we will also provide services or operate the system over a period of time, EITF 00-21 provides the
methodology for separating the contract elements and allocating total arrangement consideration to the contract elements. We
adopted the provisions of EITF 00-21 on a prospective basis to transactions entered into after July 1, 2003. We believe that
EITF 00-21 did not have a material impact on our financial position or results of operations.

Revenues earned in excess of related billings are accrued, whereas billings in excess of revenues earned are deferred until the
related services are provided. We recognize revenues for non-refundable, upfront implementation fees over the period between
the initiation of the ongoing services through the end of the contract term on a straight-line basis.

Contingencies

We account for claims and contingencies in accordance with Statement of Financial Accounting Standards No. 5, “Accounting
for Contingencies” (“SFAS 5”). SFAS 3 requires that we record an estimated loss from a claim or loss contingency when
information available prior to issuance of our financial statements indicates that it is probable that an asset has been impaired or
a liability has been incurred at the date of the financial statements and the amount of the loss can be reasonably estimated.
Accounting for claims and contingencies requires us to use our judgment. We consult with legal counsel on those issues related
to litigation and seek input from other experts and advisors with respect to matters in the ordinary course of business.

Our contracts with clients typically span several years. We continuously review and reassess our estimates of contract
profitability. If our estimates indicate that a contract loss will occur, a loss accrual is recorded in the consolidated financial
statements in the period it is first identified. Circumstances that could potentially result in contract losses over the life of the
contract include decreases in volumes of transactions, variances from expected costs to deliver our services, and other factors
affecting revenues and costs.

Valuation of goodwill and intangibles

Due to the fact that we are primarily a services company, our business acquisitions typically result in significant amounts of
goodwill and other intangible assets, which affect the amount of future period amortization expense and possible expense we
could incur as a result of an impairment. In addition, in connection with our revenue arrangements, we incur costs to originate
contracts and to perform the transition and setup activities necessary to enable us to perform under the terms of the
arrangement. We capitalize certain incremental direct costs which are related to the contract origination or tramsition,
implementation and setup activities and amortize them over the term of the arrangement. From time to time, we also provide
certain inducements to customers in the form of various arrangements, including contractual credits, which are capitalized and
amortized as a reduction of revenue over the term of the contract. The determination of the value of goodwill and other
intangibles requires us to make estimates and assumptions about future business trends and growth. We continually evaluate
whether events and circumstances have occurred that indicate the balance of goodwill or intangible assets may not be
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recoverable. In evalvating impairment, we estimate the sum of expected future cash flows derived from the goodwill or
intangible asset. Such evaluation is significantly impacted by estimates and assumptions of future revenues, costs and expenses
and other factors. If an event occurs which would cause us to revise our estimates and assumptions used in analyzing the value
of our goodwill or other intangible assets, such revision could result in a non-cash impairment charge that could have a material
impact on our financial results.

Pension and post-employment benefits

Statement of Financial Accounting Standards No. 87, “Employers’ Accounting for Pensions” (“SFAS 877), establishes
standards for reporting and accounting for pension benefits provided to employees. In connection with the acquisition of the
Acquired HR Business, we assumed pension plans for the Acquired HR Business employees located in Canada and the United
Kingdom (“UK”). The Canadian Acquired HR Business has both a funded basic pension plan and an unfunded excess pension
plan. The UK pension scheme is a funded plan. These defined benefit plans provide benefits for participating employees based
on years of service and average compensation for a specified period before retirement. We have established June 30 as our
measurement date for these defined benefit plans. The net periodic benefit costs for these plans are included in wages and
benefits in our consolidated financial statements from the effective date of the acquisition, May 1, 2005.

The measurement of the pension benefit obligation of the plans at the acquisition date was accounted for using the business
combination provisions in SFAS 87, therefore, all previously existing unrecognized net gain or loss, unrecognized prior service
cost, or unrecognized net obligation or net asset existing prior to the date of the acquisition was included in our calculation of
the pension benefit obligation recorded at acquisition.

In addition to these pension plans, we also assumed a post-employment medical plan for Acquired HR Business employees and
retirees in Canada. The amount of health care benefits is limited to lifetime maximum and age limitations as described in the
plan.

The following table summarizes the weighted-average assumptions used in the determination of our benefit obligation for the
year ended June 30, 2005:

Pension Plans Other Benefit Plan
DisSCOoUNt TAte . . oot e e e e e 5.00% - 5.25% 5.25%
Rate of increase in compensation levels. ......... . ... . 4.25% - 4.40% N/A

The following table summarizes the assumptions used in the determination of our net periodic benefit cost for the period from
May 1, 2005 through June 30, 2005:

Pension Plans Other Benefit Plan
DISCOUNT TALE . . oottt e e e 5.25% - 5.75% 5.75%
Long-term rate of return on @ssefs .. ... . i 7.00% - 7.50% N/A
Rate of increase in compensation levels......... ... .. .. i 4.25% - 4.40% N/A

Qur discount rate is determined based upon high quality corporate bond yields as of the measurement date. The table below
illustrates the effect of increasing or decreasing the discount rates by 25 basis points (in thousands):

Plus .25% Less .25%
Effect on pension benefit obligation .. ... ... . . i i i e $4.490 $(4,692)
Effect on service and interest COSt ... . ...ttt $ 380 $ (399)

We estimate the long-term rate of return on UK and Canadian plan assets will be 7% and 7.5%, respectively, based on the long-
term target asset allocation. Expected returns for the following asset classes used in the plans are based on a combination of
long-term historical returns and current and expected market conditions.

The UK pension scheme’s target asset allocation is 33% UK equities, 22% overseas equities principally invested in developed
markets, 17.5% bonds issued by UK corporates, 17.5% in UK Treasury inflation-linked bonds and 10% in UK commercial
property. External investment managers actively manage all of the asset classes. The target asset allocation has been set by the
plan’s trustee board with a view to meeting the long-term return assumed for setting the employer’s contributions while also
reducing volatility relative to the plan’s liabilities. The managers engaged by the trustees manage their assets with a view to
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seeking moderate out-performance of appropriate benchmarks for each asset class. At this time, the trustees do not engage in
any alternative investment strategies, apart from UK commercial property.

The Canadian funded plan’s target asset allocation is 37% Canadian provincial and corporate bonds, 33% larger capitalization
Canadian stocks, 25% developed and larger capitalization Global ex Canada stocks (mainly U.S. and international stocks) and
5% cash and cash equivalents. A single investment manager actively manages all of the asset classes. This manager uses an
equal blend of large cap value and large cap growth for stocks in order to participate in the returns generated by stocks in the
long-term, while reducing year-over-year volatility. The bonds are managed using a core approach where multiple strategies are
engaged such as interest rate anticipation, credit selection and yield curve positioning to mitigate overall risk. At this time, the
manager does not engage in any alternative investment strategies.

We made contributions to the pension plans of approximately $0.9 million in June 2005. In addition, approximately
$21.5 million related to a purchase price adjustment received from Mellon Financial Corporation was funded into the pension
plans prior to June 30, 2005. This amount is included in the plans’ cash and cash equivalents at June 30, 2005 and was
subsequently invested pursuant to the plans’ target asset allocations.

Statement of Financial Accounting Standards No. 106, “Employers’ Accounting for Postretirement Benefits Other Than
Pensions” (“SFAS 106”) requires the disclosure of assumed healthcare cost trend rates for next year used to measure the
expected cost of benefits covered. For measurement purposes, an 8.8% composite annual rate of increase in the per capita costs
of covered healthcare benefits was assumed for fiscal year 2005; this rate was assumed to decrease gradually to 4.5% by 2013
and remain at that level thereafter. The healthcare cost trend rate assumption may have a significant effect on the SFAS 106
projections. The table below illustrates the effect of increasing or decreasing the assumed healthcare cost trend rates by one
percentage point for each future year (in thousands):

Plus 1% Less 1%
Effect on post-employment benefit obligation ............. ... . ... i $55 $(48)
Effect on service and Interest CoSt ... .. v ittt e e $7 $ (6)

Allowance for doubtful accounts

We make estimates of the collectibility of our accounts receivable. We specifically analyze accounts receivable and historical
bad debts, customer credit-worthiness, current economic trends, and changes in our customer payment terms and collection
trends when evaluating the adequacy of our allowance for doubtful accounts. Any change in the assumptions used in analyzing a
specific account receivable may result in additional allowance for doubtful accounts being recognized in the period in which the
change occurs.

Income taxes

The determination of our provision for income taxes requires significant judgment, the use of estimates, and the interpretation
and application of complex tax laws. Significant judgment is required in assessing the timing and amounts of deductible and
taxable items. We establish reserves when, despite our belief that our tax return positions are fully supportable, we believe that
certain positions may be challenged and that we may not succeed. Our provision for income taxes includes the impact of these
reserve changes. In the event that there is a significant unusual or one-time item recognized in our operating results, the taxes
attributable to that item would be separately calculated and recorded at the same time as the unusual or one-time item. We
adjust these reserves in light of changing facts and circumstances.

Deferred income taxes are determined based on the difference between financial statement and tax bases of assets and liabilities
using enacted tax rates in effect for the years in which such differences are expected to reverse. We routinely evaluate all
deferred tax assets to determine the likelihood of their realization.

New Accounting Pronouncements

On December 16, 2004, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards
No. 123 (revised 2004), “Share-Based Payment” (“SFAS 123(R)”). SFAS 123(R) requires companies to measure all
employee stock-based compensation awards using a fair value method and recognize compensation cost in its financial
tatements. SFAS 123(R) is effective beginning as of the first annual reporting period beginning after June 15, 2005. We will

apt SFAS 123(R) beginning July 1, 2005 for new awards of stock-based compensation granted after that date and for
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unvested awards outstanding at that date. We believe the impact of SFAS 123(R) on our results of operations will be consistent
with our historical disclosures of pro forma stock compensation information under Statement of Financial Accounting
Standards No. 123 “Accounting for Stock-Based Compensation”; however, the excess tax benefits from the exercise of stock
options which was historically classified as net cash provided by operating activities pursuant to the provisions of Emerging
Issues Task Force Issue No. 00-15 “Classification in the Statement of Cash Flows of the Income Tax Benefit Received by a
Company upon Exercise of a Nonqualified Employee Stock Option” will be reported in net cash provided by financing activities
after the implementation of SFAS 123(R).

Upon implementation of SFAS 123(R), we will begin expensing share based payment arrangements using the modified
prospective method. Prior to fiscal year 2006, we followed Accounting Principles Board Opinion No. 25, “Accounting for Stock
Issued to Employees” (“APB 257), in accounting for share-based payment arrangements. Under APB 23, no compensation
expense was recognized since the exercise prices of the awards under our plans were at the current market price of our stock on
the date of grant. The total compensation cost related to non-vested awards not yet recognized at June 30, 2005 was
approximately $112.5 million. This is expected to be recognized over a weighted average of 3.5 years.

On March 29, 2005, the SEC issued Staff Accounting Bulletin No. 107, “Share-Based Payment” (“SAB 107”). SAB 107
provides guidance related to specific topics affected by SFAS 123(R), including share-based payment transactions with non-
employees, valuation methods, accounting for certain redeemable financial instruments issued under share-based payment
arrangements, the classification of compensation expense, non-GAAP financial measures, capitalization of compensation cost
related to share-based payment arrangements, the accounting for income tax effects of share-based payment arrangements upon
adoption of SFAS 123(R), the modification of employee share options prior to the adoption of SFAS 123(R) and disclosures
in Management’s Discussion and Analysis of Financial Condition and Results of Operations required after implementation of
SFAS 123(R). We do not believe SAB 107 will have a material impact on our implementation of SFAS 123(R).

On October 22, 2004, the President signed into law the American Jobs Creation Act of 2004 (the “Act”). The Act creates a
temporary incentive for U.S. corporations to repatriate accumulated income earned abroad by providing an 85% dividends
received deduction for certain dividends from controlled foreign corporations. FASB Staff Position 109-2 “Accounting and
Disclosure Guidance for the Foreign Earnings Repatriation Provision within the American Jobs Creation Act of 2004 allows
companies additional time beyond that provided in Statement of Financial Accounting Standards No. 109 “Accounting for
Income Taxes” to determine the impact of the Act on its financial statements and provides guidance for the disclosure of the
impact of the Act on the financial statements. At June 30, 2005, cumulative undistributed earnings of non-U.S. subsidiaries for
which U.S. taxes have not been recorded totaled $36.5 million, the tax effects on which, if repatriated, cannot be reasonably
estimated at this time. We are currently considering repatriation of amounts up to and including $36.5 million, pending
completion of our analysis. This incentive is available to us until June 30, 2006. The 85% dividends received deduction is subject
to a number of limitations, and we have not yet decided whether, or to what extent, we might repatriate foreign earnings that
have not yet been remitted to the U.S. We will continue to monitor our international activities and expect to reach a decision
regarding repatriation prior to the expiration of this incentive.

Risks Related To Our Business

The risks described below should not be considered to be comprehensive and all-inclusive. Additional risks that we do not yet
know of or that we currently think are immaterial may also impair our business operations. If any events occur that give rise to
the following risks, our business, financial condition, cash flow or results of operations could be materially and adversely
affected, and as a result, the trading price of our Class A common stock could be materially and adversely impacted. These risk
factors should be read in conjunction with other information set forth in this report, including our Consolidated Financial
Statements and the related Notes.

Loss of, or reduction of business from, significant clients
Our revenues, profitability and cash flow could be materially adversely affected by the loss of significant clients and/or the
reduction of volumes and services provided to our significant clients as a result of, among other things, their merger or
acquisition, divestiture of assets or businesses, contract expiration or non-renewal, or business failure or deterioration. In -
addition, we incur fixed costs related to our information technology outsourcing and business process outsourcing clients.
Therefore the loss of any one of our significant clients could leave us with a significantly higher level of fixed costs than is
necessary to serve our remaining clients, thereby reducing our profitability and cash flow.
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Impairment of investments made to attract clients

In order to attract and retain large outsourcing contracts we sometimes make significant capital investments to perform the
agreement, such as purchases of information technology equipment and costs incurred to develop and implement software. The
net book value of such assets recorded, including a portion of our intangible assets, could be impaired, and our earnings and cash
flow could be materially adversely affected in the event of the early termination of all or a part of such a contract or the
reduction in volumes and services thereunder for reasons such as, among other things, the client’s merger or acquisition,
divestiture of assets or businesses, business failure or deterioration, or a client’s exercise of contract termination rights.

Competition

We expect to encounter additional competition as we address new markets and new competitors enter our existing markets. If
we are forced to lower our pricing or if demand for our services decreases, our business, financial condition, results of operations,
and cash flow may be materially and adversely affected. Some of our competitors have substantially greater resources, and they
may be able to use their resources to adapt more quickly to new or emerging technologies, to devote greater resources to the
promotion and sale of their products and services, or to obtain client contracts where sizable asset purchases, investments or
financing support are required. In addition, we must frequently compete with a client’s own internal business process and
information technology capabilities, which may constitute a fixed cost for the client.

In the future, competition could continue to emerge from large computer hardware or software providers as they shift their
business strategy to include services. Competition has also emerged from European and Indian offshore service providers
seeking to expand into our markets and from large consulting companies seeking operational outsourcing opportunities.

Difficulties in executing our acquisition strategy

We intend to continue to expand our business through the acquisition of complementary companies. We cannot, however, make
any assurances that we will be able to identify any potential acquisition candidates or consummate any additional acquisitions or
that any future acquisitions will be successfully integrated or will be advantageous to us. Without additional acquisitions, we are
unlikely to maintain historical total growth rates.

Failure 1o properly manage our operations and our growth

We have rapidly expanded our operations in recent years. We intend to continue expansion in the foreseeable future to pursue
existing and potential market opportunities. This rapid growth places a significant demand on our management and operational
resources. In order to manage growth effectively, we must implement and improve our operational systems, procedures, and
controls on a timely basis. If we fail to implement these systems, procedures and controls on a timely basis, we may not be able
to service our clients’ needs, hire and retain new employees, pursue new business, complete future acquisitions or operate our
businesses effectively. We could also trigger contractual credits to clients. Failure to properly transition new clients to our
systems, properly budget transition costs or accurately estimate new contract operational costs could result in delays in our
contract performance, trigger service level penalties or result in contracts whose profit margins did not meet our expectations or
our historical profit margins. Failure to properly integrate acquired operations could result in increased cost. As a result of any
of these problems associated with expansion, our business, financial condition, results of operations and cash flow could be
materially and adversely affected.

Government clients — termination rights, audits and investigations

Approximately half of our revenues are derived from contracts with state and local governments and from a contract with the
Department of Education. Governments and their agencies may terminate most of these contracts at any time, without cause.
Also, our Department of Education contract is subject to the approval of appropriations being made by the United States
Congress to fund the expenditures to be made by the Federal government under this contract. Additionally, government
contracts are generally subject to audits and investigations by government agencies. If the government finds that we improperly
charged any costs to a contract, the costs are not reimbursable or, if already reimbursed, the cost must be refunded to the
government. If the government discovers improper or illegal activities in the course of audits or investigations, the contractor
may be subject to various civil and criminal penalties and administrative sanctions, which may include termination of contracts,
forfeiture of profits, suspension of payments, fines and suspensions or debarment from doing business with the government. Any
'\r\esulting penalties or sanctions could have a material adverse effect on our business, financial condition, results of operations
and cash flow. Further, the negative publicity that arises from findings in such audits, investigations or the penalties or sanctions
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therefore could have an adverse effect on our reputation in the industry and reduce our ability to compete for new contracts and
may also have a material adverse effect on our business, financial condition, results of operations and cash flow.

Government clients — protests of contract awards

After an award of a government contract, a competing bidder may protest the award. If we are awarded the contract and it is
protested, it will be necessary to incur costs to defend the award of the contract, which costs may be significant and could
include hiring experts to defend the basis for the contract award. Some contract protests may take vears to resolve. In some
instances where we are awarded a contract, the contracting government entity may request that we sign a contract and
commence services, even though the contract award has been protested. If the protest is upheld, then our contract would be
terminated and the amounts due to us for services that have been performed to date would be subject to payment pursuant to
the terms of the terminated contract. Such terms may not provide for full recovery of our incurred costs. In addition, if the
government agency requests that we make changes to our contractual agreement during a protest period, but the government
agency is unable or unwilling to modify the contract at the end of the protest period (whether or not we are successful in
defending the protest), then we may be unable to recover the full costs incurred in making such changes. In addition, we may
suffer negative publicity as the result of any contract protest being upheld and our contract being terminated. Further, if there is
a re-bid of the contract, we would incur additional costs associated with the re-bid process and be subject to a potential protest if
we are awarded a subsequent contract.

Exercise of contract termination provisions and service level penalties

Most of our contracts with our clients permit termination in the event our performance is not consistent with service levels
specified in those contracts, or provide for credits to our clients for failure to meet service levels. In addition, if clients are not
satisfied with our level of performance, our clients may seek damages as permitted under the contract and/or our reputation in
the industry may suffer, which could materially and adversely affect our business, financial condition, results of operations, and
cash flow.

Pricing risks

Many of our contracts contain provisions requiring that our services be priced based on a pre-established standard or benchmark
regardless of the costs we incur in performing these services. Many of our contracts contain pricing provisions that require the
client to pay a set fee for our services regardless of whether our costs to perform these services exceed the amount of the set fee.
Some of our contracts contain re-pricing provisions which can result in reductions of our fees for performing our services. In
such situations, we are exposed to the risk that we may be unable to price our services to levels that will permit recovery of our
costs, and may adversely affect our operating results and cash flow.

Actuarial consulting services and benefit plan management — potential claims

In May 2005, we acquired the human resources consulting business of Mellon Financial Corporation, which includes actuarial
consulting services related to commercial, governmental and Taft-Hartley pension plans. Providers of these types of consulting
services have experienced frequent claims, some of which have resulted in litigation and significant settlements or judgments,
particularly when investment markets have performed poorly and pension funding levels have been adversely impacted. In
addition, our total benefits outsourcing business unit manages and administers benefit plans on behalf of its clients and is
responsible for processing numerous plan transactions for current and former employees of those clients. We are subject to
claims from the client and its current and former employees if transactions are not properly processed. If any claim is made
against us in the future related to our actuarial consulting services or benefit plan management services, our business, financial
condition, results of operations and cash flow could be materially adversely affected as a result of the time and cost required to
defend such a claim, the cost of settling such a claim or paying any judgments resulting therefrom, or the damage to our
reputation in the industry that could result from the negative publicity surrounding such a claim.

Loss of significant software vendor relationships
Our ability to service our clients depends to a large extent on our use of various software programs that we license from a small
number of primary software vendors. If our significant software vendors were to terminate, refuse to renew our contracts with

them or offer to renew our contracts with them on less advantageous terms than previously contracted, we might not be able to -

replace the related software programs and would be unable to serve our clients or we would recognize reduced margins from thé
contracts with our clients, either of which could have a material adverse effect on our business, revenues, profitability and cash
flow.
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Intellectual property infringement claims

We rely heavily on the use of intellectual property. We do not own the majority of the software that we use to run our business;
instead we license this software from a small number of primary vendors. If these vendors assert claims that we or our clients
are infringing on their software or related intellectual property, we could incur substantial costs to defend these claims, which
could have a material effect on our profitability and cash flow. In addition, if any of our vendors’ infringement claims are
ultimately successful, our vendors could require us (1) to cease selling or using products or services that incorporate the
challenged software or technology, (2) to obtain a license or additional licenses from our vendors, or (3) to redesign our
products and services which rely on the challenged software or technology. If we are unsuccessful in the defense of an
infringement claim and our vendors require us to initiate any of the above actions, then such actions could have a material
adverse effect on our business, financial condition, results of operations and cash flow.

Rapid technological changes

The markets for our business process and information technology services are subject to rapid technological changes and rapid
changes in client requirements. We may be unable to timely and successfully customize products and services that incorporate
new technology or to deliver the services and products demanded by the marketplace.

United States and Foreign Jurisdiction laws relating to individually identifiable information

We process, transmit and store information relating to identifiable individuals, both in our role as a service provider and as an
employer. As a result, we are subject to numerous United States (both federal and state) and foreign jurisdiction laws and
regulations designed to protect individually identifiable information, including social security numbers, financial and health
information. For exaniple, in 1996, Congress passed the Health Insurance Portability and Accountability Act and as required
therein, the Department of Health and Human Services established regulations governing, among other things, the privacy,
security and electronic transmission of individually identifiable health information. We have taken measures to comply with
each of those regulations on or before the required dates. Another example is the European Union Directive on Data Protection,
entitled “Directive 95/46/EC of the European Parliament and of the Council of 24 October 1995 on the protection of
individuals with regard to the processing of personal data and on the free movement of such data”. We have also taken steps to
address the requirements of that Directive. Other United States (both federal and state) and foreign jurisdiction laws apply to
the processing of individually identifiable information as well, and additional legislation may be enacted at any time. Failure to
comply with these types of laws may subject us to, among other things, liability for monetary damages, fines and/or criminal
prosecution, unfavorable publicity, restrictions on our ability to process information and allegations by our clients that we have
not performed our contractual obligations, any of which may have a material adverse effect on our profitability and cash flow.

Security

Security systems have been implemented with the intent of maintaining the physical security of our facilities and to protect
confidential information and information related to identifiable individuals from unauthorized access through our information
systems, but we are subject to breach of security systems at the facilities at which we maintain such confidential customer
information and information relating to identifiable individuals. If unauthorized users gain physical access to the facility or
electronic access to our information systems, such information may be subject to theft and misuse. Any theft or misuse of such
information could result in, among other things, unfavorable publicity, difficulty in marketing our services, allegations by our
clients that we have not performed our contractual obligations and possible financial obligations for damages related to the theft
or misuse of such information, any of which may have a material adverse effect on our profitability and cash flow. We anticipate
that breaches of security will occur from time to time, but the magnitude and impact on our business of any future breach
cannot be ascertained.

Budger deficits at, or fluctuations in the number of requests for proposals issued by, state and local governmenis and their
agencies

Approximately half of our revenues are derived from contracts with state and local governments and their agencies. Currently,
many state and local governments that we have contracts with are facing potential budget deficits. Also, the number of requests
for proposals issued by state and local government agencies is subject to fluctuation. It is unclear what impact, if any, these
deficits may have on our future business, revenues, results of operations and cash flow.
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International risks

Recently we have expanded our international operations and also continually contemplate the acquisition of companies formed
and operating in foreign countries. We have approximately 14,000 employees in Mexico, Guatemala, India, Ghana, Jamaica,
Dominican Republic, Spain, Malaysia, Ireland, Germany, China, United Kingdom and Canada, as well as a number of other
countries, that primarily support our commercial business process and information technology outsourcing services. Our
international operations and acquisitions are subject to a number of risks. These risks include the possible impact on our
operations of the laws of foreign countries where we may do business including, among others, data privacy, laws regarding
licensing and labor council requirements. In addition, we may experience difficulty integrating the management and operations
of businesses we acquire internationally, and we may have difficulty attracting, retaining and motivating highly skilled and
qualified personnel to staff key managerial positions in our ongoing international operations. Further, our international
operations and acquisitions are subject to a number of risks related to general economic and political conditions in foreign
countries where we operate, including, among others, fluctuations in foreign currency exchange rates, cultural differences,
political instability and additional expenses and risks inherent in conducting operations in geographically distant locations. Qur
international operations and acquisitions may also be impacted by trade restrictions, such as tariffs and duties or other trade
controls imposed by the United States or other jurisdictions, as well as other factors that may adversely affect our business,
financial condition and operating results. Because of these foreign operations we are subject to regulations, such as those
administered by the Department of Treasury’s Office of Foreign Assets Controls (“OFAC”) and export control regulations
administered by the Department of Commerce. Violation of these regulations could result in fines, criminal sanctions against
our officers, and prohibitions against exporting, as well as damage to our reputation, which could adversely affect our business,
financial condition and operating results.

Armed hostilities and terrorist attacks

Terrorist attacks and further acts of violence or war may cause major instability in the U.S. and other financial markets in which
we operate. In addition, armed hostilities and acts of terrorism may directly impact our physical facilities and operations, which
are located in North America, Central America, South America, Europe, Africa, Australia, Asia and the Middle East, or those
of our clients. These developments subject our worldwide operations to increased risks and, depending on their magnitude,
could have a material adverse effect on our business.

Failure to attract and retain necessary technical personnel, skilled management and qualified subcontractors

Our success depends to a significant extent upon our ability to attract, retain and motivate highly skilled and qualified personnel
and to subcontract with qualified, competent subcontractors. If we fail to attract, train, and retain, sufficient numbers of these
technically-skilled people or are unable to contract with qualified, competent subcontractors, our business, financial condition,
and results of operations will be materially and adversely affected. Experienced and capable personnel in the technology
industry remain in high demand, and there is continual competition for their talents. Our success also depends on the skills,
experience, and performance of key members of our management team and on qualified, competent subcontractors. The loss of
any key employee or the loss of a key subcontract relationship could have an adverse effect on our business, financial condition,
cash flow, results of operations and prospects.

Servicing Risks

We service (for various lenders and under various service agreements) a portfolio of approximately $21.2 billion of loans, as of
June 30, 2005, made under the Federal Family Education Loan Program, which loans are guaranteed by a Federal government
agency. If a loan is in default, then a claim is made upon the guarantor. If the guarantor denies the claim because of a servicing
error, then under certain of the servicing agreements we may be required to purchase the loan from the lender. Upon purchase
of the loan, we attempt to cure the servicing errors and either sell the loan back to the guarantor (which must occur within a
specified period of time) or sell the loan on the open market to a third party. We are subject to the risk that we may be unable
to cure the servicing errors or sell the loan on the open market. Our reserves, which are based on historical information, may be
inadequate if our servicing performance results in the requirement that we repurchase a substantial number of loans, which
repurchase could have a material adverse impact on our cash flow and profitability.

Disruption in Utility or Network Services

e
Our services are dependent on the companies providing electricity and other utilities to our operating facilities, as well -as
network companies providing connectivity to our facilities and clients. While there are backup systems in many of our operating
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facilities, an extended outage of utility or network services may have a material adverse effect on our operations, revenues, cash
flow and profitability.

Indemnification Risk

Our contracts, including our agreements with respect to divestitures, include various indemnification obligations. If we are
required to satisfy an indemnification obligation, that may have a material adverse effect on our business, profitability and cash
flow.

Other Risks

We have attempted to identify material risk factors currently affecting our business and company. However, additional risks
that we do not yet know of, or that we currently think are immaterial, may occur or become material. These risks could impair
our business operations or adversely affect revenues, cash flow or profitability.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to market risk from changes in interest rates, changes in market value of financial instruments caused by
changes in interest rates and foreign currency exchange rates. Sensitivity analysis is one technique used to measure the impact
of changes in the interest rates and foreign exchange rates on our results of operations or financial position. The following
analysis provides a framework to understand our sensitivity to hypothetical changes in interest rates and foreign currency
exchange rates as of June 30, 2005.

We entered into fixed rate Senior Notes during fiscal year 2005. The Senior Notes are subject to market risk from changes in
interest rates. Risk can be estimated by measuring the impact of a near-term adverse movement of 10% in market interest rates.
If these rates were 10% higher or lower at June 30, 2005, the fair value of the Senior Notes would be approximately
$485 million or $515 million, respectively. Changes in the fair value of our fixed rate Senior Notes would not impact our results
of operations or cash flows, unless redeemed prior to maturity.

We have variable rate debt instruments. Our variable rate debt instruments are subject to market risk from changes in interest
rates. Risk can be estimated by measuring the impact of a near-term adverse movement of 10% in short-term market interest
rates. If these rates averaged 10% higher or lower during fiscal years 2005 and 2004, there would have been no material adverse
impact on our results of operations or cash flows.

We conduct business in the United States and in foreign countries and are exposed to foreign currency risk from changes in the
value of underlying assets and liabilities of our non-United States denominated foreign investments and foreign currency
transactions. Risk can be estimated by measuring the impact of a near-term adverse movement of 10% in foreign currency rates
against the U.S. dollar. If these rates averaged 10% higher or lower during fiscal year 2005 and 2004, there would have been no
material adverse impact on our results of operations or financial position.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of
Affiliated Computer Services, Inc.:

We have completed an integrated audit of Affiliated Computer Services, Inc.’s 2005 consolidated financial statements and of its
internal control over financial reporting as of June 30, 2005 and audits of its 2004 and 2003 consolidated financial statements in
accordance with the standards of the Public Company Accounting Oversight Board (United States). Our opinions, based on
our audits, are presented below. ‘

Consolidated financial statements

In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all material respects, the
financial position of Affiliated Computer Services, Inc. and its subsidiaries at June 30, 2005 and 2004, and the results of their
operations and their cash flows for each of the three years in the period ended June 30, 2005 in conformity with accounting
principles generally accepted in the United States of America. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits of these statements in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit of financial statements includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in Management’s Report on Internal Control over Financial Reporting
appearing under Item 9A, that the Company maintained effective internal control over financial reporting as of June 30, 2005
based on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO), is fairly stated, in all material respects, based on those criteria.
Furthermore, in our opinion, the Company maintained, in all material respects, effective internal control over financial reporting
as of June 30, 2003, based on criteria established in Internal Control — Integrated Framework issued by the COSO. The
Company’s management is responsible for maintaining effective internal control over financial reporting and for its assessment
of the effectiveness of internal control over financial reporting. Our responsibility is to express opinions on management’s
assessment and on the effectiveness of the Company’s internal control over financial reporting based on our audit. We
conducted our audit of internal control over financial reporting in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective internal control over financial reporting was maintained in all material respects. An audit of
internal control over financial reporting includes obtaining an understanding of internal control over financial reporting,
evaluating management’s assessment, testing and evaluating the design and operating effectiveness of internal control, and
performing such other procedures as we consider necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures
that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.
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Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

As described in Management’s Report on Internal Control over Financial Reporting, management has excluded the human
resources consulting and outsourcing businesses of Mellon Financial Corporation (the “Acquired HR Business”) from its
assessment of internal control over financial reporting as of June 30, 2005 because they were acquired by the Company in a
purchase business combination during 2005. We have also excluded the Acquired HR Business from our audit of internal
control over financial reporting. The Acquired HR Business is wholly-owned by the Company and its total revenues and total
assets represent 2.4% and 13.3%, respectively, of the related consolidated financial statement amounts as of and for the year
ended June 30, 2005.

PricewaterhouseCoopers LLP

Dallas, Texas
September 13, 2005

44



AFFILIATED COMPUTER SERVICES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In thousands)

June 30,
2005 2004
ASSETS
Current assets:
Cash and cash equivalents . .. ... .. .. i $ 62685 $§ 76,899
Accounts receivable, Net ... . ... e 1,061,590 873,471
Prepaid expenses and other CUTENt @SSEES . .. ..ottt ittt et e 119,822 94,054
Total CUITENt ASSEES . . .\ttt et et et e e e e 1,244,097 1,044,424
Property, equipment and software, net . ......... ... 677,241 521,772
GoOAWILL. . . o 2,334,655 1,969,326
Other intangibles, net .. ... ... e 466,312 283,767
Other @SSES . . . .ot 128,533 87,953
o] =1 T U A $4,850,838  $3,907,242
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
ACCOUNTS PAYADIE & .. $ 62,788 § 61,749
Accrued compensation and benefits . ....... .. ... 175,782 133,530
Other accrued liabilities . . ... .. . 471,577 342,648
Income taxes payable . . ... .. o 2,310 10,628
Deferred taxes . .o oot 34,996 25,426
Current portion of long-term debt ... ... ... . e 6,192 2,048
Current portion of unearned TEVENUE . . ... . ..ottt e 84,469 61,541
Total current HabllIties . . . ... o e e 838,114 637,570
Senior Notes, net of unamortized discount .. ... ... .. . 499,288 —
Other long-term debt . ... .. e e 251,067 372,439
Deferred taKeS . . ot e e 240,210 234,183
Other long-term Habilities .. ... ... ot e e e 183,731 72,563
Total Habilities ..ot 2,012,410 1,316,755
Commitments and contingencies (See Note 17)
Stockholders’ equity:
Class A common stock, $.01 par value, 500,000 shares authorized, 137,886 and 135,981 shares
1SSUEd, TeSPECtIVElY L .ttt e e 1,379 1,360
Class B convertible common stock, $.01 par value, 14,000 shares authorized, 6,600 shares
issued and outstanding . .. ... ... 66 66
Additional paid-in capital .. ... ... e 1,792,629 1,730,783
Accumulated other comprehensive loss, net ... ... . (10,910) (3,381)
Retained arnings . . ..ottt ettt e e e 2,016,197 1,600,252
Treasury stock at cost, 19,255 and 14,900 shares, respectively ............................ (960,933) (738,593)
Total stockholders” equity . ... ... . i 2,838,428 2,590,487
Total liabilities and stockholders’ equity ........ ... . i $4,850,838  $3,907,242

The accompanying notes are an integral part of these consolidated financial statements.
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AFFILIATED COMPUTER SERVICES, INC., AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
(In thousands except per share amounts)

Year ended June 30,

2005 2004 2003
REVENUES . . .. $4,351,159  $4,106,393  $3,787,206
Operating expenses:
Wages and benefits. . . ... i 1,867,983 1,790,479 1,716,946
Services and supplies . ... ..ot e 1,046,341 1,090,207 994,410
Rent, lease and maintenance . .. ...ttt 503,132 416,394 351,855
Depreciation and amortization .. ...........i it i e 232,779 183,796 152,128
Gain on Sale of BUSIIESS . . .. ot ti ettt et e e — (285,273) —_
Other OPErating eXPenSEs . . . oo\ v ittt ettt ettt et e 46,443 67,079 52,586
Total Operating €Xpemses .. ...ttt t ettt e 3,696,678 3,262,682 3,267,925
Operating INCOIMIE . . . ..ottt e e ettt e e et es 654,481 843,711 519,281
Interest EXpense . ... ..ot e 18,596 17,037 25,194
Other non-operating expense (inCome), Net .. .......vuruivtennernneeunneenns (5,186) (2,509) 3,140
Pretax profit. . ... ... 641,071 829,183 490,947
Income tax eXpense .. ..... ... it e 225,126 299,340 184,105
Net INCOME . ..o i e e e e e $ 415945 $ 529843 $ 306,842
Earnings per share:
BasiC . ot e $ 326§ 403 § 2.32
Diluted . . ... $ 319§ 383 §$ 2.20
Shares used in computing earnings per share
BasiC . oo 127,560 131,498 132,445
Diluted .. oo e 130,382 139,646 143,430

The accompanying notes are an integral part of these consolidated financial statements.
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AFFILIATED COMPUTER SERVICES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Balance at June 30, 2002 .....
Comprehensive income:
Foreign currency translation
losses.......c.oooiitt
Net income

Total comprehensive income . .

Employee stock transactions
and related tax benefits .. ..
Other,net..................

Balance at June 30, 2003 .. ...
Comprehensive income:
Foreign currency translation
losses........ooovninnn
Net income

Total comprehensive income . .

Share repurchases ...........
Employee stock transactions
and related tax benefits . ...
Conversion of
3.5% Convertible
Subordinated Notes

Balance at June 30, 2004 . ....
Comprehensive income:
Foreign currency translation
gAINS ...
Interest rate hedges, net of
income tax .............
Net income

Total comprehensive income . .

Share repurchases . ..........
Employee stock transactions
and related tax benefits .. ..

Balance at June 30, 2005.....

Common Stock

(In thousands)

Accumulated
Other

Additional Comprehensive Treasury Stock
Class A Class B Paildl-oi?]a Retained Incorﬁe (Lnoslsv), Shares
Shares ~ Amount Shares Amount Capital Earnings Net Held Amount Total
125,424 $1,254 6,600 $66  $1,330,533 $§ 763,567 § — — 3 — $2,095,420
_ — — — — — (971) — — (971)
— — — — — 306,842 — — — 306,842
305,871
1,183 12 — — 27,776 — — — — 27,788
— — — — 109 — — — — 109
126,607 1,266 6,600 66 1,358,418 1,070,409 971) — — 2,429,188
— — — — — — (2,410) — — (2,410)
— — — — — 529,843 — — —_— 525,843
527,433
— — - —_ — — — (14,992) (743,198) (743,198)
2,082 21 — — 59,167 — — 92 4,605 63,793
7,292 73 — — 313,198 — — — — 313,271
135,981 1,360 6,600 66 1,730,783 1,600,252 (3,381)  (14,900) (738,593) 2,590,487
— — — — — — 4,260 —_ — 4,260
. _  _ _ - —(11,789) — — (11,789)
— —_— — — — 415,945 — — — 415,945
408,416
— — — — — — — (4,922) (250,793) (250,793)
1,905 19 — — 61,846 — — 567 28,453 90,318
137,886 $1,379 6,600 $66  $1,792,629 $2,016,197  $(10,910) (19,255) $(960,933) $2,838,428

The accompanying notes are an integral part of these consolidated financial statements.
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AFFILIATED COMPUTER SERVICES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Year ended June 30,

2005 2004 2003
Cash flows from operating activities:
NET IICOMIE « o o v vttt et e e e e e e e e e e $ 415945 $ 529,843 $§ 306,842
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization .. .........i vttt 232,779 183,796 152,128
Contract inducement amortization . .. ... ...ttt i i i e 14,309 10,981 7,346
Provision for uncollectible accounts receivable . ......... ... ... .. . i 763 1,461 4,838
Deferred financing fee amortization. . ........ .. i i e 1,436 3,142 4,172
Provision for default loan liability ......... . ... i (188) 2,685 2,540
Gain on sale of bUSINESS UNItS. ... ..o ottt e i (70) (291,967) (1,585)
(Gain) loss on long-terim INVESIMENES . .. ...\ttt vt (2,967) (820) 3,375
Deferred INCOME taX EXPEMSE . . . ottt ti ittt ettt e et e e e . ..85,540 66,155 -~ 100,851~
Tax benefit of stock OpHONS . ... ... i it e 24,179 26,263 16,124
Settlement of interest rate hedges ...... ... i e (19,267) — —
Other non-cash aCtIVItIES . . .. ..t i i it et et e s 225 5,000 5,575
Changes in assets and liabilities, net of effects from acquisitions:
Increase in accounts receivable. ... ... . e (21,945) (156,063) (100,643)
(Increase) decrease in prepaid expenses and other current assets .................... (16,540) (3,596) 6,263
(Increase) decrease in Other assets .. .........uru ittty 3,234 (18,362) (19,631)
Increase (decrease) in accounts payable....... ... .. ... ... . . i i (11,483) 14,194 (15,867)
Increase (decrease) in accrued compensation and benefits ......................... (5,362) 11,502 787
Increase in other accrued liabilities .. ... oot i i e i 2,414 52,711 61,962
Increase (decrease) in income taxes payable ........... ... ... . . i (8,277) 16,182 (3,350)
Increase in other long-term liabilities ... ...... ... ... ... . i i i 10,755 12,047 1,468
Increase in unearned TEVENUE ... ... ..ttt ittt e ii e 33,868 11,055 12,110
Total adjustments . ... ... ... e 323,403 (53,634) 238,463
Net cash provided by operating activities . ..... ... ... 739,348 476,209 545,305
Cash flows from investing activities:
Purchases of property, equipment and software, net ................ ... ... ... ..., (253,231) (224,621) (205,673)
Payments for acquisitions, net of cash acquired .. .................. ... ... . ... ..., (626,858) (251,727) (76,838)
Proceeds from divestitures, net of transaction costs . ........... vt 87 583,133 4,093
Additions to other intangible assets ... ...ttt e (35,518) (33,329) (47,967)
Purchases of investments. . ... ... ... o i e e (8,607) (7,690) —
Proceeds from sale of INVeStmMEnts . ... i ittt e e e 1,713 1,196 466
Additions to notes receivable . ... ... .. — (3,015) (3,478)
Proceeds from notes receivable. ... ... 425 6,452 9,314
Net cash provided by (used in) investing activities..................covvinnnn... (921,989) 70,399 (320,083)
Cash flows from financing activities:
Proceeds from issuance of long-term debt, net........ .. ... ... . i i, 2,790,016 1,459,600 927,762
Payments of long-term debt .. ... e (2,437,635) (1,274,238) (1,146,561)
Purchase of treasury shares. ....... ... ... it (250,793) (743,198) —
Employee stock transactions . .. ...... ...t vttt 66,839 39,038 14,243
Other, Met . — (2,081) (3,310)
Net cash provided by (used in) financing activities ................... ... ...... 168,427 (520,879) (207,866)
Net increase (decrease) in cash and cash equivalents................. ... ... ... (14,214) 25,729 17,356
Cash and cash equivalents at beginning of year .. .......... ... .. i i 76,899 51,170 33,814
Cash and cash equivalents at end of year ....... ... i i i i e $ 62,685 § 76,899 $ 51,170
Supplemental information of non-cash financing activities:
Conversion of 3.5% Convertible Subordinated Notes to Class A Common Stock ........... $ — $ 316,725 $ —

See supplemental cash flow information in Notes 2, 3, 6, 7, 9 and 10.

The accompanying notes are an integral part of these consolidated financial statements.
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AFFILIATED COMPUTER SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of business and basis of presentation

We are a Fortune 500 and S&P 500 company with approximately 52,000 employees providing business process and information
technology outsourcing solutions to commercial and government clients. We were incorporated in Delaware on June 8, 1988
and are based in Dallas, Texas. Our clients have time-critical, transaction-intensive business and information processing needs,
and we typically service these needs through long-term contracts.

The consolidated financial statements are comprised of our accounts and the accounts of our majority-owned subsidiaries. All
significant intercompany accounts and transactions have been eliminated in consolidation. Investment in business entities in
which we do not have control, but have the ability to exercise significant influence over operating and financial policies are
accounted for by the equity method. Other investments are accounted for by the cost method. Qur fiscal year ends on June 30.
The accompanying consolidated financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America that require management to make estimates and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of contingent assets and liabilities, the reported amount of revenues and
expenses during the reporting period, as well as the accompanying notes. These estimates are based on information available to
us. Actual results could differ from these estimates. '

Cash and cash equivalents

Cash and cash equivalents consist primarily of cash, short-term investments in commercial paper, and money market
investments that have an initial maturity of three months or less. Cash equivalents are valued at cost, which approximates
market.

Allowance for doubtful accounts

We make estimates of the collectibility of our accounts receivable. We specifically analyze accounts receivable and historical
bad debts, customer credit-worthiness, current economic trends, and changes in our customer payment terms and collection
trends when evaluating the adequacy of our allowance for doubtful accounts. Any change in the assumptions used in analyzing a
specific account receivable may result in additional allowance for doubtful accounts being recognized in the period in which the
change occurs.

Property, equipment and software, net

Property and equipment are recorded at cost. Depreciation is computed using the straight-line method over the estimated useful
lives of the assets, which for equipment ranges primarily from 3 to 12 years and for buildings and improvements up to 40 years.
Leasehold improvements are depreciated over the shorter of the term of the lease or the estimated life.

In accordance with Statement of Position 98-1, “Accounting for Costs of Computer Software Developed or Obtained for
Internal Use” (“SOP 98-17), certain costs related to the development or purchase of internal-use software are capitalized and
amortized over the estimated useful life of the software upon reaching technological feasibility. Costs incurred for upgrades and
enhancements, which will not result in additional functionality, are expensed as incurred. During fiscal years 2005, 2004 and
2003, we capitalized approximately $47 million, $53.1 million and $44 million, respectively, in software costs under SOP 98-1,
which are being amortized over expected useful lives, which range from 3 to 9 years. These capitalized amounts include internal
costs of approximately $12.9 million, $12.2 million and $19.9 million and external costs of approximately $34.1 million,
$40.9 million and $24.1 million for fiscal years 2005, 2004 and 2003, respectively. These costs were incurred primarily in the
development of our proprietary software used in connection with our long-term client relationships.

In accordance with Statement of Financial Accounting Standards No. 86, “Accounting for the Costs of Computer Software to
Be Sold, Leased, or Otherwise Marketed” (“SFAS 86), certain costs related to the development of software to be sold to our
clients are capitalized and amortized over the estimated useful life of the software upon reaching technological feasibility.
During fiscal years 2005, 2004 and 2003, we capitalized approximately $10.1 million, $3.9 million and $4.8 million, respectively,
in software costs under SFAS 86, which are being amortized over expected useful lives, which range from 3 to 10 years. These
capitalized amounts include internal costs of approximately $8.6 million, $2.5 million and $3.5 million and external costs of
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AFFILIATED COMPUTER SERVICES, INC. AND SUBSIDIARIES
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approximately $1.5 million, $1.4 million and $1.3 million for fiscal years 2005, 2004 and 2003, respectively. The increase in
costs over previous years is related to our development of system software in our Government segment.

Goodwill

Due to the fact that we are primarily a services company, our business acquisitions typically result in significant amounts of
goodwill and other intangible assets, which affect the amount of future period amortization expense and possible expense we
could incur as a result of an impairment. The determination of the value of goodwill requires us to make estimates and
assumptions about future business trends and growth. We continually evaluate whether events and circumstances have occurred
that indicate the balance of goodwill may not be recoverable. In evaluating impairment, we estimate the sum of expected future
cash flows derived from the goodwill and future revenues, costs and expenses and other factors. If an event occurs which would
cause us to revise our estimates and assumptions used in analyzing the value of our goodwill, such revision could result in a non-
cash impairment charge that could have a material impact on our financial results.

Other intangible assets

Other intangible assets consist primarily of acquired customer-related intangibles, and contract and migration costs related to
new business activity, both of which are recorded at cost and amortized using the straight-line method over the contract terms.
In connection with our revenue arrangements, we incur costs to originate contracts and to perform the transition and setup
activities necessary to enable us to perform under the terms of the arrangement. We capitalize certain incremental direct costs
which are related to the contract origination or transition, implementation and setup activities and amortize them over the term
of the arrangement. From time to time, we also provide certain inducements to clients in the form of various arrangements,
including contractual credits, which are capitalized and amortized as a reduction of revenue over the term of the contract. The
amortization period of customer-related intangible assets ranges from 1 to 17 years, with a weighted average of approximately
10 years. The amortization period for all other intangible assets, excluding title plants and tradenames with indefinite useful
lives, ranges from 3 to 20 years, with a weighted average of 6 years. For all the fiscal year 2005 and 2004 acquisitions and the
CyberRep acquisition in fiscal year 2003, we obtained a third-party valuation of the intangible assets from Value Incorporated.
The determination of the value of other intangible assets requires us to make estimates and assumptions about future business
trends and growth. We continually evaluate whether events and circumstances have occurred that indicate the balance of
intangible assets may not be recoverable. In evaluating impairment, we estimate the sum of expected future cash flows derived
from the intangible asset. Such evaluation is significantly impacted by estimates and assumptions of future revenues, costs and
expenses and other factors. If an event occurs which would cause us to revise our estimates and assumptions used in analyzing
the value of our other intangible assets, such revision could result in a non-cash impairment charge that could have a material
impact on our financial results.

Other assets

Other asgets primarily consist of long-term receivables, long-term investments related to our deferred compensation plans (see
Note 13), long-term investments accounted for using the cost and equity methods, long-term deposits and deferred debt
issuance costs. It is our policy to periodically review the net realizable value of our long-term receivables and investments
through an assessment of the recoverability of the carrying amount of each receivable and investment. For the investments
related to our deferred compensation plans, we carry the assets at their fair value, with changes in fair value included in our
results of operations. Each investment is reviewed to determine if events or changes in circumstances have occurred which
indicate that the recoverability of the carrying amount may be uncertain. In the event that an investment is found to be carried
at an amount in excess of its recoverable amount, the asset would be adjusted for impairment to a level commensurate with the
recoverable amount of the underlying asset. Deferred debt issuance costs are amortized using the straight-line method over the
life of the related debt, which approximates the effective interest method.

Derivative Instruments

We may, from time to time, enter into derivative financial instruments to manage exposure to certain risks. We hedged the cash
flow exposure to variability in interest rates on our Senior Notes (defined below) by using forward interest rate agreements and
accounted for these instruments as cash flow hedges in accordance with Statement of Financial Accounting Standards No. 133,
“Accounting for Derivative Instruments and Hedging Activities” (“SFAS 133”). As such, the change in the fair value of our
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derivative financial instruments is initially recorded in accumulated other comprehensive income and reclassified to the same
statement of income category as the hedged item in the period in which the hedged transaction occurs. In addition, we classify
payments received or paid related to cash flow and fair value hedges in the same category of the consolidated statements of cash
flows as the item being hedged.

Revenue recognition

A significant portion of our revenue is recognized based on objective criteria that does not require significant estimates or
uncertainties. For example, transaction volumes and time and costs under time and material and cost reimbursable
arrangements are based on specific, objective criteria under the contracts. Accordingly, revenues recognized under these
methods do not require the use of significant estimates that are susceptible to change. Revenue recognized using the
percentage-of-completion accounting method does require the use of estimates and judgment as discussed below.

Qur policy follows the guidance from SEC Staff Accounting Bulletin 104 “Revenue Recognition” (“SAB 104”). SAB 104
provides guidance on the recognition, presentation, and disclosure of revenue in financial statements and updates Staff
Accounting Bulletin Topic 13 to be consistent with Emerging Issues Task Force Issue No. 00-21, “Revenue Arrangements with
Multiple Deliverables” (“EITF 00-21”). We recognize revenues when persuasive evidence of an arrangement exists, the
services have been provided to the client, the sales price is fixed or determinable, and collectibility is reasonably assured.

During fiscal year 2005, approximately 73% of our revenue was recognized based on transaction volumes, approximately 14%
was fixed fee based, wherein our revenue is earned as we fulfill our performance obligations under the arrangement,
approximately 8% was related to cost reimbursable contracts, approximately 3% of our revenue was recognized using
percentage-of-completion accounting and the remainder is related to time and material contracts. Our revenue mix is subject to
change due to the impact of acquisitions and new business.

Revenues on cost reimbursable contracts are recognized by applying an estimated factor to costs as incurred, such factor being
determined by the contract provisions and prior experience. Revenues on unit-price contracts are recognized at the contractual
selling prices of work completed and accepted by the client. Revenues on time and material contracts are recognized at the
contractual rates as the labor hours and direct expenses are incurred.

Revenues for business process outsourcing services are recognized as services are rendered, generally on the basis of the number
of accounts or transactions processed. Information technology processing revenues are recognized as services are provided to the
client, generally at the contractual selling prices of resources consumed or capacity utilized by our clients. Revenues from
annual maintenance contracts are deferred and recognized ratably over the maintenance period. Revenues from hardware sales
are recognized upon delivery to the client and when uncertainties regarding customer acceptance have expired.

Revenues on certain fixed price contracts where we provide information technology system development and implementation
services are recognized over the contract term based on the percentage of development and implementation services that are
provided during the period compared with the total estimated development and implementation services to be provided over the
entire contract using Statement of Position 81-1, “Accounting for Performance of Construction-Type and Certain Production-
Type Contracts” (“SOP 81-17). SOP 81-1 requires the use of percentage-of-completion accounting for long-term contracts
that are binding agreements between us and our customers in which we agree, for compensation, to perform a service to the
customer’s specifications. These services require that we perform significant, extensive and complex design, development,
modification and implementation activities for our customers’ systems. Performance will often extend over long periods, and our
right to receive future payment depends on our future performance in accordance with the agreement.

The percentage-of-completion methodology involves recognizing revenue using the percentage of services completed, on a
current cumulative cost to total cost basis, using a reasonably consistent profit margin over the period. Due to the longer term
nature of these projects, developing the estimates of costs often requires significant judgment. Factors that must be considered
in estimating the progress of work completed and ultimate cost of the projects include, but are not limited to, the availability of
labor and labor productivity, the nature and complexity of the work to be performed, and the impact of delayed performance. If
changes occur in delivery, productivity or other factors used in developing the estimates of costs or revenues, we revise our cost
and revenue estimates, which may result in increases or decreases in revenues and costs, and such revisions are reflected in
income in the period in which the facts that give rise to that revision become known.
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EITF 00-21 addresses the accounting treatment for an arrangement to provide the delivery or performance of multiple products
and/or services where the delivery of a product or system or performance of services may occur at different points in time or over
different periods of time. The Emerging Issues Task Force (“EITF”) reached a consensus regarding, among other issues, the
applicability of the provisions regarding separation of contract elements in EITF 00-21 to contracts where one or more elements
fall within the scope of other authoritative literature, such as SOP 81-1. EITF 00-21 does not impact the use of SOP 81-1 for
contract elements that fall within the scope of SOP 81-1, such as the implementation or development of an information technology
system to client specifications under a long-term contract. Where an implementation or development project is contracted with a
client, and we will also provide services or operate the system over a period of time, EITF 00-21 provides the methodology for
separating the contract elements and allocating total arrangement consideration to the contract elements. We adopted the
provisions of EITF 00-21 on a prospective basis to transactions entered into after July 1, 2003. We believe that EITF 00-21 did not
have a material impact on our financial position or results of operations.

Revenues earned in excess of related billings are accrued, whereas billings in excess of revenues earned are deferred until the
related services are provided. We recognize revenues for non-refundable, upfront implementation fees over the period between
the initiation of the ongoing services through the end of the contract term on a straight-line basis.

Contingencies

We account for claims and contingencies in accordance with Statement of Financial Accounting Standards No. 5, “Accounting
for Contingencies” (“SFAS 5”). SFAS 5 requires that we record an estimated loss from a claim or less contingency when
information available prior to issuance of our financial statements indicates that it is probable that an asset has been impaired or
a liability has been incurred at the date of the financial statements and the amount of the loss can be reasonably estimated.
Accounting for claims and contingencies requires us to use our judgment. We consult with legal counsel on those issues related
to litigation and seek input from other experts and advisors with respect to matters in the ordinary course of business.

Our contracts with clients typically span several years. We continuously review and reassess our estimates of contract
profitability. If our estimates indicate that a contract loss will occur, a loss accrual is recorded in the consolidated financial
statements in the period it is first identified. Circumstances that could potentially result in contract losses over the life of the
contract include decreases in volumes of transactions, variances from expected costs to deliver our services, and other factors
affecting revenues and costs.

Income taxes

The determination of our provision for income taxes requires significant judgment, the use of estimates, and the interpretation
and application of complex tax laws. Significant judgment is required in assessing the timing and amounts of deductible and
taxable items. We establish reserves when, despite our belief that our tax return positions are fully supportable, we believe that
certain positions may be challenged and that we may not succeed. Qur provision for income taxes includes the impact of these
reserve changes. In the event that there is a significant unusual or one-time item recognized in our operating results, the taxes
attributable to that item would be separately calculated and recorded at the same time as the unusual or one-time item. We
adjust these reserves in light of changing facts and circumstances.

Deferred income taxes are determined based on the difference between financial statement and tax bases of assets and liabilities
using enacted tax rates in effect for the years in which such differences are expected to reverse. We routinely evaluate all
deferred tax assets to determine the likelihood of their realization. See Note 10 for discussion of income taxes.

Earnings per share

Basic earnings per share is computed using the weighted average number of common shares outstanding during the period.
Diluted earnings per share is computed using the combination of dilutive common share equivalents and the weighted average
number of common shares outstanding during the period. See Note 14 for the computation of earnings per share.

Stock-based compensation

We follow Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees,” (“APB 25”) in
accounting for our stock-based compensation plans. Under APB 25, no compensation expense is recognized for our stock-based
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compensation plans since the exercise prices of awards under our plans are at current market prices of our stock on the date of
grant. Had compensation cost for our stock-based compensation plans been determined based on the fair value at the grant date
under those plans consistent with the fair value method of Statement of Financial Accounting Standards No. 123 “Accounting
for Stock-Based Compensation” (“SFAS 123”), our net income and earnings per share would have been reduced to the pro
forma amounts indicated below:

For the year ended June 30,

2005 2004 2003

Net income
AS TEPOTTEA . . o ottt $415945  $529,843  $306,842
Less: Pro forma employee compensation cost of stock-based compensation plans, net of

F1 70T} 00 = 7 - < U O 23,493 20,480 17,570
Pro forma .. ..o $392,452  $509,363  $289,272
Basic earnings per share
A TEPOTEEA . . ittt ittt e e e e e $ 326 § 403 § 232
PrO fOTIMa ..o $ 308 $ 38 $§ 218
Diluted earnings per share
AS TEPOTIEA . . . oottt et $ 319 § 383 § 220
Proforma ... ... ... PSSP $ 303 §$§ 370 § 209

The fair value of each option grant was estimated at the date of grant using a separate Black-Scholes option pricing calculation
for each grant. The following weighted average assumptions were used for grants in fiscal years 2005, 2004 and 2003: dividend
yield of 0% in all years for all plans; volatility of 24.58%, 30.25% and 34.65%, for fiscal years 2005, 2004, and 2003, respectively,
for all plans; risk-free interest rates of 3.91%, 3.46% and 3.74% for fiscal years 2005, 2004, and 2003, respectively, for all plans;
and weighted average expected option life of 4.77, 5.50 and 5.50 years for the 1997 Plan for fiscal years 2005, 2004 and 2003,
respectively. The average fair values of the options granted during fiscal years 2005, 2004, and 2003 are estimated at $14.86,
$15.70 and $14.49.

On December 16, 2004, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting
Standards No. 123 (revised 2004), “Share-Based Payment” (“SFAS 123(R)”). SFAS 123(R) requires companies to measure
all employee stock-based compensation awards using a fair value method and recognize compensation cost in its financial
statements. SFAS 123(R) is effective beginning as of the first annual reporting period beginning after June 15, 2005. We will
adopt SFAS 123(R) beginning July 1, 2005 for new awards of stock-based compensation granted after that date and for
unvested awards outstanding at that date, following the modified prospective method. Under this method, prior period amounts
will not be restated. We believe the impact on our results of operations of SFAS 123(R) will be consistent with our historical
disclosure of pro forma stock compensation information under SFAS 123; however, excess tax benefits from the exercise of
stock options which was historically classified as net cash provided by operating activities pursuant to the provisions of
Emerging Issues Task Force Issue No. 00-15 “Classification in the Statement of Cash Flows of the Income Tax Benefit
Received by a Company upon Exercise of a Nonqualified Employee Stock Option” will be reported in net cash provided by
financing activities after the implementation of SFAS 123(R).

Pensions and other postretirement benefits

In connection with the acquisition of the Acquired HR Business (as defined in Note 2), we assumed pension plans for the
Acquired HR Business employees located in Canada and the United Kingdom (the “UK”). The Canadian Acquired HR
Business has both a funded basic pension plan and an unfunded excess pension plan. The UK pension scheme is a funded plan.
These defined benefit plans provide benefits for participating employees based on years of service and average compensation for
a specified period before retirement. We account for these plans using Statement of Financial Accounting Standards No. 87,
“Employers’ Accounting for Pensions” (“SFAS 877).
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In addition to these persion plans, we also assumed a post-employment medical plan for Canadian Acquired HR Business
employees and retirees. The amount of health care benefits is limited to lifetime maximum and age limitations as described in
the plan. We account for this plan using Statement of Financial Accounting Standards No. 106, “Employers’ Accounting for
Postretirement Benefits Other Than Pensions” (“SFAS 106”).

For further discussion of our pensions and other post-employment plans, see Note 13.

Reclassifications
Certain reclassifications have been made to prior period financial statements to conform to current presentation.

2. BUSINESS COMBINATIONS

From our inception through June 30, 2005, we have acquired several businesses in the information technology services and
business process outsourcing industries. Our recent acquisition activity is summarized as follows (excluding transaction costs):

Year ended June 30, 2005 2004 2003
Purchase consideration (in thousands):
Net cash paid . . ... $620,382  $242,402  $65,395
Amounts due t0 SEller . . ... . i e 28,254 22 325
Liabilities assumed . ........ oo i e 254,174 68,040 17,089
Fair value of assets acquired (including intangibles) ........................... $902,810 $310,464  $82,809

o
Fiscal year 2005 acquisitions

During fiscal year 2005, we completed six acquisitions, the most significant of which was the acquisition of the human resources
consulting and outsourcing businesses of Mellon Financial Corporation (the “Acquired HR Business”) in May 2005. The
Acquired HR Business provides consulting services, benefit plan administration services, and multi-scope HR outsourcing
services. The transaction 'was valued at approximately $405 million, plus related transaction costs and was initially funded from
borrowings under our Credit Facility (as defined in Note 9). The purchase price was allocated to assets acquired and liabilities
assumed based on estimated fair value as of the date of acquisition. We acquired assets of $597.1 million and assumed liabilities
of $192.1 million. We recorded $209.4 million in goodwill, of which 81% is deductible for income tax purposes, and intangible
assets of $166.7 million. The $166.7 million of intangible assets is attributable to customer relationships, non-compete
agreements and an indefinite lived tradename. The customer relationships and non-compete agreements have useful lives of 3 to
17 years with a weighted average anticipated useful life of approximately 15 years. As part of our integration of the Acquired
HR Business, we recorded $22.3 million in involuntary employee termination costs for employees of the Acquired HR Business
in accordance with EITF Issue No. 95-3, “Recognition of Liabilities in Connection with a Purchase Business Combination.”
From the acquisition date through June 30, 2005, $1.8 million in involuntary employee termination payments have been made
and charged against accrued compensation. We believe this acquisition makes us a stronger competitor in the end-to-end
human resources marketplace and strengthens our position as a global provider of business process outsourcing services. The
operating results of the acquired business are included in our financial statements in the Commercial segment from the effective
date of the acquisition, May 1, 2005.

In January 2005, we completed the acquisition of Superior Consultant Holdings Corporation (“Superior”), acquiring all of the
issued and outstanding shares of Superior through a cash tender offer, which was completed on January 25, 2005, and
subsequent short-form merger, at a purchase price of $8.50 per share. Superior provides information technology consulting and
business process outsourcing services and solutions to the healthcare industry. The transaction was valued at approximately
$122.2 million (including payment of approximately $106 million for issued and outstanding shares, options, and warrants and
additional amounts for debentures and other payments) plus related transaction costs and was funded from borrowings under
our Credit Facility. The purchase price was allocated to assets acquired and liabilities assumed based on estimated fair value as
of the date of acquisition. We acquired assets of $159.2 million and assumed liabilities of $37 million. We recorded
$68.8 million in goodwill, which is not deductible for income tax purposes, and intangible assets of $16.8 million. The
$16.8 million of intangible assets is attributable to customer relationships and non-compete agreements with useful lives of
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5 years. We believe this acquisition expands our provider healthcare subject matter expertise, as well as providing experience
with major hospital information systems and additional healthcare management talent. The operating results of the acquired
business are included in our financial statements in the Commercial segment from the effective date of the acquisition,
January 25, 2005.

In August 2004, we acquired BlueStar Solutions, Inc. (‘‘BlueStar”), an information technology outsourcer specializing in
applications management of packaged enterprise resource planning and messaging services. The transaction was valued at
approximately $73.5 million, plus related transaction costs. The transaction value includes $6.4 million attributable to the 9.2%
minority interest we held in BlueStar prior to the acquisition; therefore, the net purchase price was approximately $67.1 million.
Of this amount, approximately $61 million was paid to former BlueStar shareholders by June 30, 2005 and was funded from
borrowings under our credit facilities and cash on hand. The remaining purchase price of $6 million will be paid in the first
quarter of fiscal year 2006. The purchase price was allocated to assets acquired and liabilities assumed based on estimated fair
value as of the date of acquisition. We acquired assets of $97.8 million and assumed liabilities of $30.7 million. We recorded
goodwill of $34.4 million, which is not deductible for income tax purposes, and intangible assets of $11.6 million. The
$11.6 million of intangible assets is attributable to customer relationships with a useful life of seven years. We believe that the
acquisition of BlueStar improves our existing information technology services with the addition of applications management and
messaging services. The operating results of the acquired business are included in our financial statements in the Commercial
segment from the effective date of the acquisition, August 26, 2004.

In July 2004, we acquired Heritage Information Systems, Inc. (“Heritage”). Heritage provides clinical management and
pharmacy cost containment solutions to 14 state Medicaid programs, over a dozen national commercial insurers and Blue Cross
Blue Shield licensees and some of the largest employer groups in the country. The transaction was valued at approximately
$23.1 million plus related transaction costs, excluding contingent consideration of up to $17 million maximum based upon
future financial performance, and was funded from borrowings under our Prior Facility and cash on hand. During fiscal year
2005, we accrued $6.3 million of contingent consideration, which was earned during the year. The purchase price was allocated
to assets acquired and liabilities assumed based on estimated fair value as of the date of acquisition. We acquired assets of
$32.9 million and assumed liabilities of $3.5 million. We recorded $20.5 million in goodwill, which is deductible for income tax
purposes, and intangible assets of $2.4 million. The $2.4 million of intangible assets is attributable to customer relationships and
non-compete agreements with useful lives of five years. We believe this acquisition enhances our clinical management and cost
containment service offerings. The operating results of the acquired business are included in our financial statements in the
Government segment from the effective date of the acquisition, July 1, 2004.

We completed two other small acquisitions in our Government segment during the fiscal year 2005.

These acquisitions are not considered material to our results of operations, either individually or in the aggregate; therefore, no
pro forma information is presented.

Fiscal year 2004 acquisitions

During fiscal year 2004, we acquired five companies, the most significant of which was the acquisition of Lockheed Martin
Corporation’s commercial information technology outsourcing business. The transaction was valued at $107 million less a
working capital settlement of $6.9 million plus related transaction costs, and was funded from cash on hand. The purchase price
was allocated to assets acquired and liabilities assumed based on estimated fair value as of the date of acquisition. We acquired
assets of $152.6 million and assumed liabilities of $52.5 million. Included in the assets acquired are goodwill of $88.9 million,
which is deductible for income tax purposes, and $26.8 million in intangible assets. The $26.8 million of intangible assets are
attributable to customer relationships and non-compete agreements with useful lives ranging from 5 to 8 years, with a weighted
average anticipated useful life of approximately 6 years. The operating results of the acquired business are included in our
financial statements primarily in the Commercial segment from the effective date of the acquisition, November 1, 2003. We
believe this transaction expands our client bases representing the manufacturing, automotive, retail, financial services and
communications industries and provides acquired clients with access to additional BPO and IT services.

In January 2004, we completed the acquisition of Patient Accounting Services Center, LLC (“PASC?”), a provider of revenue
cycle management for healthcare providers, including billing, accounts receivables, and collection services. The transaction was
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valued at approximately $94.9 million, excluding contingent consideration of a maximum of $25 million based on future
financial performance, plus related transaction costs, and was funded from cash on hand. No payments were made related to the
contingent consideration provision, which expired in January 2005. The purchase price was allocated to assets acquired and
liabilities assumed based on estimated fair value as of the date of acquisition. We acquired assets of $104.3 million and assumed
liabilities of $9.4 million. We recorded goodwill of $71.9 million, which is deductible for income tax purposes, and $9.3 million
in intangible assets. The $9.3 million of intangible assets are attributable to customer relationships and non-compete agreements
with useful lives of 5 years. The operating results of the acquired business are included in our financial statements in the
Commercial segment from the effective date of the acquisition, January 3, 2004. We believe this transaction expands the suite
of business process outsourcing solutions we can offer new and existing healthcare clients.

In February 2004, we completed the acquisition of Truckload Management Services, Inc. (“TMI”), an expedited document
processing and business process improvement services provider for the trucking industry. The transaction was valued at
approximately $28.1 million, excluding contingent consideration of a maximum of $14 million based upon future financial
performance, plus related transaction costs, and was funded from cash on hand. During fiscal year 2005, we paid $6.8 million of
contingent consideration, which was earned during the year. The purchase price was allocated to assets acquired and liabilities
assumed based on estimated fair value as of the date of acquisition. We acquired assets of $37 million and assumed liabilities of
$2.1 million. We recorded goodwill of $29.7 million, which is deductible for income tax purposes, and $2.5 million in intangible
assets attributable to customer relationships and non-compete agreements with useful lives of 4 to 6 years, with a weighted
average anticipated useful life of approximately 6 years. The operating results of the acquired business are included in our
financial statements in the Commercial segment from the effective date of the acquisition, February 1, 2004. We believe this
transaction will expand our business process outsourcing service offerings in the transportation industry, adding document
management and document processing services for long-haul trucking fleets to our list of services.

We completed two other small acquisitions during fiscal year 2004, one in our Commercial segment and the other in our
Government segment.

These acquisitions are not considered material to our results of operations, either individually or in the aggregate; therefore, no
pro forma information is presented.

Fiscal year 2003 acquisitions

During fiscal year 2003, we acquired five companies, the most significant of which was the acquisition of CyberRep, Inc.
(“CyberRep”) in January 2003. CyberRep, which is included in our Commercial segment, provides customer care and
customer relationship management services for the telecommunications, wireless communications, technology, and consumer
products industries. The transaction was valued at approximately $42 million, excluding contingent consideration of a maximum
of $3 million based upon future financial performance, plus transaction costs. During fiscal year 2004, we paid $3 million of
contingent consideration, which was earned during the year. The purchase price was allocated to assets acquired and liabilities
assumed based on estimated fair value as of the date of acquisition. We acquired assets of $59.6 million and assumed liabilities
of $14.6 million. We recorded goodwill of $36.3 million, which is fully deductible for income tax purposes, and $5.5 million in
customer related intangible assets, which are attributable to customer relationships with useful lives of approximately 7 years.
CyberRep’s operating results are included in our consolidated financial statements from the effective date of the acquisition,
January 1, 2003. We believe this transaction expands our suite of business process outsourcing solutions for commercial clients
worldwide by enhancing high-volume, customer care center capability and CRM business process outsourcing solutions for
Fortune 500 companies.

We completed four other small acquisitions during fiscal year 2003, all of which were included in our Government segment.
These acquisitions are nat considered material to our results of operations, either individually or in the aggregate; therefore, no

pro forma information is presented.

Contingent consideration
We are obligated to make certain contingent payments to former shareholders of acquired entities upon satisfaction of certain
contractual criteria in conjunction with certain acquisitions. During fiscal years 2005, 2004 and 2003, we made contingent
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consideration payments of $17 million, $10.4 million and $8 million, respectively, related to acquisitions completed in prior
years. As of June 30, 2005, the maximum aggregate amount of the outstanding contingent obligations to former shareholders of
acquired entities is approximately $45.5 million, of which $6.3 million has been earned as of June 30, 2005. The $6.3 million
was accrued as of June 30, 2005 and is expected to be paid during the first quarter of fiscal year 2006. Any such payments
primarily result in a corresponding increase in goodwill.

3. SALE OF THE MAJORITY OF OUR FEDERAL BUSINESS

Effective November 1, 2003, we completed the sale of a majority of our Federal government business to Lockheed Martin
Corporation (the “Divested Federal Business”) for approximately $649.4 million, which included a cash payment of
$586.5 million at closing and $70 million payable pursuant to a five-year non-compete agreement, less a working capital
settlement of $7.1 million paid in the third quarter of fiscal year 2004. Assets sold were approximately $346.8 million and
ligbilities assumed by Lockheed Martin Corporation were approximately $67.9 million, both of which were primarily in the
Government segment. We recognized a pretax gain of $285.3 million ($182.3 million, net of income tax) in fiscal year 2004.
The after tax proceeds from the divestiture were generally used to pay down debt, fund the acquisitions of Lockheed Martin
Corporation’s commercial information technology outsourcing business, Patient Accounting Services Center, LLC, Truckload
Management Services, Inc. (see Note 2) and etravelexperts, LLC and fund our share repurchase programs (see Note 11).

Revenues from the Divested Federal Business, which are primarily included in the Government segment, were approximately
$237.7 million and $680.1 million for the years ended June 30, 2004 and 2003, respectively. This divestiture excludes, among
others, our Department of Education relationship. Additionally, our Commercial and Government operations will continue to
serve as a subcontractor on portions of the Divested Federal Business.

Statement of Financial Accounting Standards No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”
requires that depreciation and amortization of long-lived assets held for sale be suspended during the holding period prior to
sale. Accordingly, we suspended depreciation and amortization prior to consummation of the sale in the amount of $6.2 million
($3.9 million, net of income tax) in fiscal year 2004, respectively, related to those long-lived assets sold.

In February 2004, we sold the contracts associated with the Hanscom Air Force Base relationship to ManTech International
Corporation (“ManTech”) for $6.5 million in cash. We recognized a pretax gain of $5.4 million ($3.4 million, net of income
tax) for this transaction. For the Hanscom Air Force Base contracts, we reported revenue in our Government segment of
approximately $0.4 million, $17.2 million and $25.2 million for the years ended June 30, 2005, 2004 and 2003, respectively. We
have agreed to indemnify ManTech with respect to the Department of Justice (“DOJ”) investigation related to purchasing
activities at Hanscom during the period 1998-2000 (see Note 17). In the fourth quarter of fiscal year 2004, we sold an
additional small contractual relationship to ManTech International Corporation. We reported revenue in our Government
segment of approximately $0.2 million, $3.1 million and $4.2 million for the years ended June 30, 2005, 2004 and 2003,
respectively, for this contract.

The sales of the Divested Federal Business to Lockheed Martin Corporation and the contracts sold to ManTech International
Corporation now allow us to focus on our business process and information technology outsourcing service offerings in the
commercial, state and local, and Federal education and healthcare markets.
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4. ACCOUNTS RECEIVABLE

The components of accounts receivable are as follows (in thousands):

June 30,
2005 2004
Amounts Billed or Billable:
COMIMETCIAL © o o ottt oot e e e e e e e e e e e $ 461,128  $283,341
GOVETTIITIENT & o\ ot ottt ettt it e e ettt ettt e et e e e e e et e e e e e e e e 381,794 377,619

842,922 660,960

Unbilled AmoOUn S . ..ot e e e e e e e 224,067 217,267
Total accounts receivable . ... ... . e 1,066,989 878,227
Allowance for doubtful accounts .. ... .. i e (5,399) (4,756)

$1,061,590  $873,471

Unbilled amounts reflect those amounts that are associated primarily with percentage of completion accounting, and other
unbilled amounts not currently billable due to contractual provisions. Of the above unbilled amounts at June 30, 2005 and 2004,
approximately $161.5 million and $157.5 million, respectively, was not expected to be billed and collected within one year.
These amounts are primarily related to the Georgia Contract (see Note 18) and our Commercial Vehicle Operations contract
in our Government segment. Billings are based on reaching contract milestones or other contractual terms.

Amounts to be invoiced in the subsequent month for current services provided are included in billable, and at June 30, 2005 and
2004 include approximately $361 million and $266.1 million, respectively, for services which have been rendered and will be
billed in the normal course of business in the succeeding month.
Changes in the allowance for doubtful accounts were as follows:

For the year ended June 30,

2005 2004 2003
Balance at beginning of period. ... ... . . $4,756 $ 7,240 $ 6,956
Provision for uncollectible accounts receivable. ... ... ... .o i 763 1,461 4,338
Losses sustained, net of recoveries and other........... .. ... . ... . .. i i (120)  (2,913) (4,554)
Sale of Divested Federal Business . .......... . i — (1,032) —

Balance at end of period . . ... ... . $5,399  $ 4,756 $ 7,240
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5. PROPERTY, EQUIPMENT AND SOFTWARE

Property, equipment and software consists of the following (in thousands):

June 30,
2005 2004
Land .. $ 19239 $§ 19,089
Buildings and improvements. . . .. ...ttt e 125,574 106,003
Computer eqUIPMENT . . . ... e 548,623 532,450
Computer SOftWATE . . .. ... e 470,091 236,188
Furniture and fIXtUIES .. .. ... i 84,699 77,285
1,248,226 971,015
Accumulated depreciation and amortization. . ........... i e (570,985)  (449,243)

$§ 677,241 § 521,772

Depreciation expense on property and equipment was approximately $149 million, $117.5 million and $98.8 million for the
fiscal years ended June 30, 2005, 2004 and 2003, respectively. Amortization of computer software was approximately
$40.4 million, $30.7 million and $23.8 million in fiscal years 2005, 2004 and 2003, respectively.

6. GOODWILL AND OTHER INTANGIBLE ASSETS
The changes in the carrying amount of goodwill for the years ended June 30, 2005 and 2004 are as follow (in thousands):

Commercial Government Total
Balance as of June 30, 2003 ... .. . . $ 690,287 $1,215,591  $1,905,878
Acquisition activity during the year ....... ... ... .. ... . i 202,937 3,024 205,961
Divestiture activity during the year. .. ......... . i (6,434) (136,079) (142,513)
Balance as of June 30, 2004 . .. .. ... e 886,790 1,082,536 1,969,326
Acquisition activity during the year ...... ... ... .. 330,937 34,392 365,329
Balance as of June 30, 2005 ... .o $1,217,727  $1,116,928  $2,334,655

Fiscal years 2005 and 2004 activity is primarily related to acquisitions and divestitures completed during the periods (see
Notes 2 and 3). Approximately $2 billion, or 82%, of the original gross amount of goodwill recorded is deductible for income tax
purposes.
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The following table reflects the balances of our other intangibles (in thousands):

June 30,
2005 2004
Gross
Gross Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
Amortized intangible assets:
Acquired customer-related intangibles ........................ $377,314 § (76,515) $191,517 § (49,425)
Customer CONTTaACt COSES « v v vt vttt et et it ans 175,571 (74,336) 142,802 (53,334)
All Other. ... e 12,708 (3,318) 2,854 (1,447)
Total . oo $565,593 $(154,169) $337,173  $(104,206)
Unamortized intangible assets:
Title plant ... ...t $ 51,045 $ 50,800
Tradename . .. ... . . i e 3,843 —
$ 54,888 $ 50,800
Aggregate amortization:
For the year ended June 30, 2005 . .. ... $57,721
For the year ended June 30, 2004 . .. ... . e e 46,600
For the year ended June 30, 2003 . .. ... e 36,889
Estimated amortization for the years ended June 30:
2006 . .o e e e $65,837
2007 . o e e e e 60,414
200 . o e e e e e 55,661
2000 . o e e e 47,621
2000 . o e e 38,506

Amortization includes amounts charged to amortization expense for customer contract costs and other intangibles, other than
contract inducements. Amortization of contract inducements of $14.3 million, $11 million and $7.3 million for fiscal years 2005,
2004 and 2003, respectively, is recorded as a reduction to related contract revenue. Amortization for fiscal years 2005, 2004 and
2003 includes approximately $27.7 million, $21.9 million and $16.2 million, respectively, related to acquired customer-related
intangibles. Amortized intangible assets are amortized over the related contract term. The amortization period of customer-
related intangible assets ranges from 1 to 17 years, with a weighted average of approximately 10 years. The amortization period
for all other intangible assets, including trademarks, ranges from 3 to 20 years, with a weighted average of 6 years.

7. OTHER ASSETS

Other assets primarily consist of long-term receivables, long-term investments related to our deferred compensation plans (see
Note 13}, long-term investments accounted for using the cost method and equity method, long-term deposits, and deferred debt
issuance costs. During fiscal years 2004 and 2003, we recorded $274 thousand ($174 thousand, net of income tax) and
$3.4 million ($2.1 million, net of income tax), respectively, in other non-operating expense associated with the write-down of
several long-term investments to their estimated net realizable value. We had approximately $65.5 million and $26.8 million in
long-term investments as of June 30, 2005 and 2004, respectively, primarily related to our deferred compensation plans (see
Notes 13 and 15).
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8. OTHER ACCRUED LIABILITIES

The following summarizes other accrued liabilities at June 30, 2005 and 2004 (in thousands):

June 30,
2005 2004
Accrued payments to vendors and contract related accruals . ....... ... .. i i $311,842  $213,027
Accruals related to acquisitions and divestitures . .. ... ... . i 67,481 28,937
Software and equipment lease and maintenance .. ... ...ttt e 50,795 42,836
Accrual for GSA/FTSA settlement (see Note 17) .. ... i i — 10,000
Accrual for Georgia Contract settlement (see Note 18) . ....... .. ... .. — 10,000
O DET . oo e e 41,459 37,848
B Y $471,577  $342,648
9. LONG-TERM DEBT
A summary of long-term debt follows (in thousands):
June 30,
2005 2004

4.70% Senior Notes due in June 2010, net of unamortized discount . ...........cvvivrrnern.n. $249916 $ —
5.20% Senior Notes due in June 2015, net of unamortized discount ......... ... ... .. ... ....... 249,372 —
Unsecured $1.5 billion Competitive Advance and Revolving Credit Agreement due in October 2009 243,400 —
Unsecured $875 million revolving credit agreement payable to banks, due in December 2005 ... ... — 370,000
Capitalized lease obligations at various interest rates, payable through 2010 ..................... 13,177 4,487
Other notes payable through 2006 . ... . e 682 —

756,547 374,487
LSS CUITENT POTHIOM .« . oottt et ettt e e e e e ettt e ettt e et i (6,192) (2,048)

$750,355  $372,439

Maturities of long-term debt at June 30, 2005 are as follows (in thousands):
Year ending June 30,

2006 . L e e $ 6,192
2007 . 4,149
200 . L e 2,997
20000 . . 481
200 0. L e e 493,356
TRerea ter . . . o e 249,372
TO Al . o e e $756,547

Senior Notes

On June 6, 2005, we completed a public offering of $250 million aggregate principal amount of 4.70% Senior Notes due June 1,
2010 and $250 million aggregate principal amount of 5.20% Senior Notes due June 1, 2015 (collectively the “Senior Notes™).
Interest on the Senior Notes is payable semiannually. The net proceeds from the offering of approximately $496 million, after
deducting underwriting discounts, commissions and expenses, were used to repay a portion of the outstanding balance of our
Credit Facility (defined below), part of which was incurred in connection with the acquisition of the Acquired HR Business.
We may redeem some or all of the Senior Notes at any time prior to maturity, which may include prepayment penalties
determined according to pre-established criteria. See Note 15 for a discussion of the forward interest rate hedges related to the
issuance of the Senior Notes.

61




AFFILIATED COMPUTER SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

The Senior Notes contain customary covenants, including but not limited to, restrictions on our ability, and the ability of our
subsidiaries, to create or incur secured indebtedness, merge or consolidate with another person, or enter into certain sale and
leaseback transactions.

Upon the occurrence of certain events of default, the principal of and all accrued and unpaid interest on all the Senior Notes
may be declared due and payable by the trustee, The Bank of New York Trust Company, N.A., or the holders of at least 25% in
principal amount of the outstanding Senior Notes. Such events of default include, but are not limited to, payment default,
covenant defaults, material payment defaults (other than under the Senior Notes) and voluntary or involuntary bankruptcy
proceedings. As of June 30, 2005, we were in compliance with the covenants of our Senior Notes.

Credit Facilities

On October 27, 2004, we entered into a Five Year Competitive Advance and Revolving Credit Facility Agreement with
JPMorgan Chase Bank, as Administrative Agent (“JP Morgan”), and Wells Fargo Bank, National Association, as Syndication
Agent, and a syndication of 19 other lenders (the “Credit Facility”’). Proceeds from advances under the Credit Facility are used
for general corporate purposes, to fund acquisitions and for repurchases under our share repurchase programs. The Credit
Facility provides for an unsecured $1.5 billion multi-currency revolving credit and competitive advance facility (fully available
in U.S. dollars, Euros or competitive loans in any currency). Multi-currency commitments (available in certain specified
currencies other than U.S. dollars or Euros) in an initial aggregate amount of $200 million and swing line loans in an amount up
to $150 million are provided under the facility. Subject to affirmation of representations and warranties, status of no default and
commitments by willing lenders, the Credit Facility may be increased by up to an additional $300 million. The lending
commitments under the Credit Facility are scheduled to terminate October 27, 2009. The terms and rates of the Credit Facility
are generally more favorable than those of the Prior Facility (defined below). At the closing of the Credit Facility, we borrowed
$316 million under the Credit Facility to pay off and terminate the Prior Facility. In addition, $94 million in letters of credit
were issued at closing under the Credit Facility to replace letters of credit outstanding under the Prior Facility.

Other than competitive loans and swing line loans, advances under the Credit Facility bear interest at a Base Rate (generally
equal to the prime rate of JP Morgan) or a Eurocurrency rate plus a percentage (ranging from 0.220% to 0.775%, currently
0.39%) determined based on our credit rating. We are required to pay accrued interest at established intervals based upon our
elected interest period.

Among other fees, we pay a facility fee of 0.110% per annum (due quarterly), based on our credit rating on the aggregate
commitment of the Credit Facility, whether used or unused. We also pay a utilization fee of 0.125% on the total amount
outstanding under the Credit Facility for each day that such amount exceeds 50% of the aggregate commitments then in effect.

The Credit Facility contains customary covenants including, but not limited to, restrictions on our ability, and in certain
instances, our subsidiaries’ ability, to incur liens, merge or dissolve, finance accounts receivables, or sell or transfer assets. The
Credit Facility also limits our ability to incur additional indebtedness at the subsidiary level. In addition, we may not permit our
consolidated leverage ratio to exceed 2.75 to 1.0 or our consolidated interest coverage ratio to be less than 3.50 to 1.0.

Upon the occurrence of certain events of default, our obligations under the Credit Facility may be accelerated and the lending
commitments under the Credit Facility terminated. Such events of default include, but are not limited to, payment default to
lenders, material inaccuracies of representations and warranties, covenant defaults, material payment defaults (other than under
the Credit Facility), voluntary and involuntary bankruptcy proceedings, material money judgments, material ERISA events, or
change of control. As of June 30, 2005, we were in compliance with the covenants of our Credit Facility.

Simultaneously with entering into the $1.5 billion Credit Facility, we terminated our then existing $875 million revolving credit
facility (the “Prior Facility”) on October 27, 2004 and repaid the $316 million outstanding on the Prior Facility with borrowings
under the Credit Facility.

At June 30, 2005, we had approximately $1.2 billion available on our Credit Facility after giving effect to outstanding
indebtedness and $100/9 million of outstanding letters of credit that secure certain contractual performance and other
obligations and which reduce the availability of our Credit Facility. At June 30, 2005, we had $0.2 billion outstanding on our
Credit Facility, which is reflected in long-term debt, and of which substantially all bore interest from 3.61% to 3.72%.
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Convertible Notes

On February 27, 2004, we completed the redemption of our 3.5% Convertible Subordinated Notes due February 15, 2006 (the
“Convertible Notes”). Holders of 99.9% of all the outstanding Convertible Notes converted their Convertible Notes to
23.0234 shares of our Class A common stock per $1,000 principal amount of Convertible Notes in accordance with the
procedures specified in the related indenture governing the Convertible Notes. As the result of such conversions, approximately
7.3 million shares of our Class A common stock were issued to such noteholders at the conversion price of $43.44 per share. The
remaining Convertible Notes were redeemed in cash at 101.4% of the principal amount, resulting in a cash redemption of
$269,000. The Convertible Notes were convertible at any time prior to the maturity date, unless redeemed or repurchased, into
Class A common stock at a conversion rate of 23.0234 shares of Class A common stock for each $1,000 principal amount of
Convertible Notes (equivalent to a conversion price of $43.44 per share of Class A common stock), subject to adjustments in
certain events. Interest on the Convertible Notes was payable semi-annually on February 15 and August 15 of each year
commencing August 15, 2001.

Interest
Cash payments for interest for the years ended June 30, 2005, 2004 and 2003 were approximately $13.1 million, $16.4 million
and $21.1 million, respectively. Accrued interest was $2.6 million and $1.1 million at June 30, 2005 and 2004, respectively.

10. INCOME TAXES

Income tax expense (benefit) is comprised of the foliowing (in thousands):
Year Ended June 30,

2005 2004 2003
Current:
U.S. Federal . ... $117,743  $202,797 $ 71,420
S atE . .o e 18,249 25,285 8,334
FOreign .. 3,594 5,103 3,500
Total CUTTENt EXPEISE . .. ottt ettt e et et e et et 139,586 233,185 83,254
Deferred:
U.S. Federal . . ... 76,736 60,121 92,182
105 72 7 8,593 5,767 9,517
FOTeign . 211 267 (848)
Total deferred eXpense ... .......c.iiin ittt e 85,540 66,155 100,851
Total INCOME tAX EXPEISE . ..o\ttt e e ettt e ettt et ee et e e $225,126  $299,340  $184,105
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Deferred tax assets (liabilities) consist of the following (in thousands):

June 30,
2005 2004
Deferred tax assets:
Accrued expenses not yet deductible for tax purposes .. ............ciiiiii i $ 39,756 $ 31,955
Unearned TeVEIMUE . . . ..ottt e et e e e 14,436 8,366
Tax credits and loss carryforwards .. ... i e 66,931 6,319
Divestiture-related accruals . ... .. ... 5,826 6,909
Forward interest rate agreEments . ... .... ...ttt ittt e 7,084 —
SUBEOtAL .. oo e e e e e e 134,033 53,549
Deferred tax assets valuation allowance .. ... ... i (14,475) (3,695)
Total deferred tax aSSEtS . .. v it i 119,558 49,854
Deferred tax liabilities:
Goodwill amortization ... ... ... it (208,975) (160,809)
Depreciation and amortization . .. ... .. ... .. ..t e (101,030) (83,834)
Unbilled TeVEIUE . . .. o e (54,187) (52,976)
Prepaid and receivables .. ... ... s (26,741) (10,221)
160 1113 O P (3,831) (1,623)
Total deferred tax Liabilities. .. ... ..ot i i i e e e (394,764)  (309,463)
Net deferred tax liabilities . .. ... ..ottt i e e $(275,206) $(259,609)

On June 30, 2005, we had available unused domestic net operating loss carryforwards (“INOLs”), net of Internal Revenue Code
Section 382 limitations, of approximately $131.3 million which will expire over various periods from 2010 through 2024. In
addition, we had available unused domestic state tax credit carryforwards of $2.7 million which some may be carried forward
indefinitely. The change in tax credits and loss carryforwards from June 30, 2004 to June 30, 2005 is primarily due to net
operating losses acquired in the Superior and Bluestar acquisitions completed during fiscal year 2005. A valuation allowance of
$14.5 million and $3.7 million was recorded at June 30, 2005 and June 30, 2004, respectively, against deferred tax assets
associated with net operating losses and tax credit carryforwards for which realization of any future benefit is uncertain due to
taxable income limitations. Of this amount, approximately $6.7 million is related to acquisitions, and if not utilized, would be
reversed against goodwill. The change in valuation allowance from June 30, 2004 to June 30, 2005 is primarily due to
acquisitions. We routinely evaluate all deferred tax assets to determine the likelihood of their realization. The valuation
allowance for deferred tax assets increased by $10.8 million and $3.6 million during the years ended June 30, 2005 and 2004,
respectively.

The depreciation and amortization related deferred tax liabilities increased during the years ended June 30, 2005 and 2004
predominantly due to current tax deductions for acquired intangibles, goodwill and depreciation. Generally, since the adoption
of SFAS 142 eliminates the book goodwill amortization, the difference between the cumulative book and tax bases of goodwill
will continue to grow as current tax deductions are realized. As of June 30, 2005 and 2004, the amount of deductible goodwill
was $2 billion and $1.7 billion, respectively. In addition, accelerated tax depreciation is provided for under the Jobs and Growth
Tax Relief Reconciliation Act of 2003 on capital expenditures through December 2004.
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Income tax expense varies from the amount computed by applying the statutory federal income tax rate to income before
income taxes as follows (in thousands):

Year ended June 30,

2005 2004 2003
Statutory U.S. Federal income tax .. ..........c.o i, $224,375  $290,214  $171,831
State INCOME taXES, ML . . ottt et ettt et e e e e e 19,472 19,873 11,603
Basis difference on sales of subsidiaries .......... ... ... .. .. . i (9,594) (5,595) —
Research and development tax credits .. ........ ..o (4,674) (6,068) —
Foreign benefits ... ... . (2,734) (701) (619)
OURET . et e (1,719) 1,617 1,290
Total INCOME TaX EXPEIISE . . o oo vttt et e et e e e e et $225,126  $299,340  $184,105

The effective tax rate for fiscal years 2005 and 2004 was 35.1% and 36.1%, respectively, including tax benefits recognized from
the sale of the Divested Federal Business and research and development tax credits. The divestiture benefits and research and
development tax credits reduced our effective tax rate for fiscal years 2005 and 2004 by 2.2% and 1.4%, respectively.

During fiscal years 2005, 2004 and 2003, pretax profit related to our foreign operations was 3.4%, 1.9% and 1.8%, respectively, of
our consolidated pretax profit.

Cumulative undistributed earnings of non-U.S. subsidiaries for which U.S. taxes have not been provided are included in
consolidated retained earnings in the amount of approximately $36.5 million, $16.8 million and $5.5 million as of June 30, 2005,
2004, and 2003, respectively. These earnings are intended to be permanently reinvested outside the U.S. If future events
necessitate that these earnings should be repatriated to the U.S., an additional tax provision and related liability may be
required. If such earnings were distributed, U.S. income taxes would be partially reduced by available credits for taxes paid to
the jurisdictions in which the income was earned.

On October 22, 2004, the President signed into law the American Jobs Creation Act of 2004 (the “Act”). The Act creates a
temporary incentive for U.S. corporations to repatriate accumulated income earned abroad by providing an 85% dividends
received deduction for certain dividends from controlled foreign corporations. FASB Staff Position 109-2 “Accounting and
Disclosure Guidance for the Foreign Earnings Repatriation Provision within the American Jobs Creation Act of 2004” allows
companies additional time beyond that provided in Statement of Financial Accounting Standards No. 109 “Accounting for
Income Taxes” to determine the impact of the Act on its financial statements and provides guidance for the disclosure of the
impact of the Act on the financial statements. At June 30, 2005, cumulative undistributed earnings of non-U.S. subsidiaries for
which U.S. taxes have not been recorded totaled $36.5 million, the tax effects on which, if repatriated, cannot be reasonably
estimated at this time. We are currently considering repatriation of amounts up to and including $36.5 million, pending
completion of our analysis. This incentive is available to us until June 30, 2006. The 85% dividends received deduction is subject
to a number of limitations, and we have not yet decided whether, or to what extent, we might repatriate foreign earnings that
have not yet been remitted to the U.S. We will continue to monitor our international activities and expect to reach a decision
regarding repatriation prior to the expiration of this incentive.

Federal, state and foreign income tax payments during the years ended June 30, 2005, 2004, and 2003 were approximately
$118.9 million, $189.6 million, and $67.1 million, respectively. Taxes paid in fiscal year 2004 include $88.1 million related to the
gain on the Divested Federal Business (see Note 3).

11. COMMON STOCK

Our Class A common stock trades publicly on the New York Stock Exchange (symbol “ACS”) and is entitled to one vote per
share. Our Class B common stock is entitled to ten votes per share. Class B shares are convertible, at the holder’s option, into
Class A shares, but until converted carry significant transfer restrictions.

Our Board of Directors has authorized two share repurchase programs totaling $1.25 billion of our Class A common stock. On
September 2, 2003, we announced that our Board of Directors authorized a share repurchase program of up to $500 million of

65




AFFILIATED COMPUTER SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

our Class A common stock and on April 29, 2004, we announced that our Board of Directors authorized a new, incremental
share repurchase program of up to $750 million of our Class A common stock. The programs, which are open-ended, will allow
us to repurchase our shares on the open market from time to time in accordance with SEC rules and regulations, including
shares that could be punchased pursuant to SEC Rule 10b5-1. The number of shares to be purchased and the timing of
purchases will be based on the level of cash and debt balances, general business conditions and other factors, including
alternative investment opportunities. We intend to fund the repurchase programs from various sources, including, but not
limited to, cash on hand, cash flow from operations, and borrowings under our existing revolving Credit Facility. As of June 30,
2005, we had repurchased approximately 19.9 million shares at a total cost of approximately $994 million and reissued
0.7 million shares for proceeds totaling $33.1 million to fund contributions to our employee stock purchase plan and 401 (k)
plan.

On February 27, 2004, we completed the redemption of our 3.5% Convertible Subordinated Notes due February 15, 2006,
resulting in the issuance of approximately 7.3 million shares of our Class A common stock to the noteholders. Please see Note 9
for further discussion.

12. STOCK-BASED COMPENSATION PLANS

Stock Options

Under our 1997 Stock Incentive Plan (the “1997 Plan”), we have reserved approximately 7.4 million shares of Class A
common stock for issuance to key employees at exercise prices determined by the Board of Directors. In May 2000, February
2001, October 2001, July 2003 and February 2005, the Board of Directors approved the additional allotment of approximately
1.7 million, 1.6 million, 4.1 million, 3.8 million and 2.7 million shares, respectively, to the 1997 Plan in accordance with the
terms and conditions of the 1997 Plan authorized by our shareholders pursuant to our November 14, 1997 Proxy Statement.
Options granted under the 1997 Plan to our current employees cannot exceed 12.8% of our issued and outstanding shares,
consequently, any share repurchases (as discussed above) reduce the number of options to purchase shares that we may grant
under the 1997 Plan. Our 1988 Stock Option Plan (the “1988 Plan™), which originally reserved 12 million shares of Class A
common stock for issuance, was discontinued for new grants during fiscal year 1998 and terminated (except for the exercise of
then existing option grants as of September 1997) and subsequently, 3.2 million unissued shares expired. Generally, the options
under each plan vest in varying increments over a five-year period, generally become exercisable as they vest, expire ten years
from the date of grant and are issued at exercise prices no less than 100% of the fair market value of our Class A common stock
at the time of the grant. As reported in Note 1, we have elected to adopt the disclosure only provisions of SFAS 123 and we
account for stock-based employee compensation plans in accordance with APB 25. As a result, no compensation cost has been
recognized in the periods presented for stock option or employee stock purchase plans. As discussed below, we will adopt
SFAS 123(R) beginning July 1, 2005.

In order to conform our stock option program with standard market practice, on February 2, 2005, our Board of Directors
approved an amendment to stock options previously granted that did not become exercisable until five years from the date of
grant to provide that such options become exercisable on the day they vest. Options granted under both our 1997 Plan and our
1988 Plan generally vest in varying increments over a five year period. It is expected that future option grants will contain
matching vesting and exercise schedules. This amendment does not amend or affect the vesting schedule, exercise price,
quantity of options granted, shares into which such options are exercisable or life of any award under any outstanding option
grant. Therefore, no compensation expense was recorded.

Between February 28, 2002 and March 31, 2004, we issued 1,055,968 shares of our Class A common stock to fifteen current or
former employees or directors (collectively, the “optionees”) pursuant to the exercise of options granted under our 1988 Stock
Option Plan in excess of the amount originally registered with the SEC on Form S-8 filed November 17, 1994 (Registration
No. 33-86426). The exercise price of the options exercised ranged from $4.00 to $10.56 per share of Class A common stock and
the aggregate exercise price of the options was $9.6 million. We believe the grant of the options and the subsequent issuance of
the underlying securities to the optionees was exempt from registration pursuant to Rule 506 promulgated under the Securities
Act of 1933, as amended (the “Securities Act”), or pursuant to Section 4(2) of the Securities Act. Each of the optionees had
access to sufficient information regarding Affiliated Computer Services, Inc. required to make an informed investment decision
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and had the requisite sophistication to make an investment in our securities. In addition, some of the optionees are “accredited
investors” as defined in Regulation D of the Securities Act.

Option activity for the years ended June 30, 2005, 2004, and 2003 is summarized as follows:

Weighted
Average
Options Option Price

Outstanding at June 30, 2002 ... ...t 11,130,500 $22.88
Granted . ... e e e e e 3,439,500 37.45
BXeICISEd .o e (1,182,800) 12.04
Canceled. . ..o (427,400) 32.34
Outstanding at June 30, 2003 ... .. . e e 12,959,800 27.42
Granted ... e e 3,167,000 45.09
EXerCised ... o e (2,077,890) 16.46
Canceled. . . o e {593,200) 33.12
Outstanding as of June 30, 2004 ... ... ... .. 13,455,710 33.04
Granted ... o e 4,522,000 51.24
EXErCISed .. o oot (1,905,460) 19.24
Canceled. . ... (715,550) 43.95
Outstanding as of June 30, 2005 .. ... . e 15,356,700 39.61
Vested and exercisable at June 30, 2005 ... ... e 4,932,950 $29.25

Further information regarding outstanding and exercisable stock options by exercise price range as of June 30, 2005 is disclosed
below:

Options Outstanding Options Exercisable -
Weighted

Average Weighted Weighted

Range of Number Remaining Average Number Average
Exercise Prices Outstanding Contractual Life Exercise Price Exercisable Exercise Price

$1031 —82094. . ... ... 2,105,650 4.26 $15.95 1,806,650 $16.27

$27.56 —8$38.66. ... 4,994,700 6.52 35.31 2,506,400 34.76

$4062 —8$5081. .. ... .. 6,141,600 8.63 46.75 619,900 4477

$51.90 — 855,55, ... 2,114,750 9.20 52.55 — —

15,356,700 7.42 $39.61 4,932,950 $29.25

Employee Stock Purchase Plan

Under our 1995 Employee Stock Purchase Plan (“ESPP”), a maximum of 4 million shares of Class A common stock can be
issued to substantially all full-time employees who elect to participate. In October 2002, the Board of Directors approved an
amendment to the ESPP to increase the number of shares that can be issued under the plan from 2 million to 4 million.
Through payroll deductions, eligible participants may purchase our stock at a 15% discount to market value. The stock is either
purchased by the ESPP in the open market or issued from our treasury account, or a combination of both, and our contributions
for the years ended June 30, 2005, 2004, and 2003, which were charged to additional paid-in capital, were approximately
$1 million, $1.9 million, and $3.3 million, respectively. During fiscal years 2005 and 2004, in addition to stock purchased by the
ESPP in the open market, we issued approximately 446,000 and 92,000 treasury shares to fund the ESPP.
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SFAS 123(R)

As discussed in Note 1, we will adopt SFAS 123(R) beginning July 1, 2005 for new awards of stock-based compensation
granted after that date and for unvested awards outstanding at that date, following the modified prospective method. Under this
method, prior period amounts will not be restated. We believe the impact on our results of operations of SFAS 123(R) will be
consistent with our historical disclosure of pro forma stock compensation information under SFAS 123; however, the excess tax
benefits from the exercise of stock options which was historically classified as net cash provided by operating activities pursuant
to the provisions of Emerging Issues Task Force Issue No. 00-15 “Classification in the Statement of Cash Flows of the Income
Tax Benefit Received by a Company upon Exercise of a nonqualified Employee Stock Option” will be reported in net cash
provided by financing activities after the implementation of SFAS 123(R).

Upon implementation of SFAS 123(R}, we will begin expensing the share-based payment arrangement using the modified
prospective method. Prior to fiscal year 2006, we followed Accounting Principles Board Opinion No. 25, “Accounting for Stock
Issued to Employees” (“APB 25”), in accounting for share-based payment arrangements. Under APB 25, no compensation
expense was recognized since the exercise prices of the awards under our plans were at the current market price of our stock on
the date of grant. The total compensation cost related to non-vested awards not yet recognized at June 30, 2005 was
approximately $112.5 million. This is expected to be recognized over a weighted average of 3.5 years.

13. PENSION AND OTHER POST-EMPLOYMENT PLANS

In connection with the acquisition of the Acquired HR Business, we assumed pension plans for the Acquired HR Business
employees located in Canada and the United Kingdom (“UK”). The Canadian Acquired HR Business has both a funded basic
pension plan and an unfunded excess pension plan. The UK pension scheme is a funded plan. These defined benefit plans
provide benefits for participating employees based on years of service and average compensation for a specified period before
retirement. We have established June 30 as our measurement date for these defined benefit plans. The net periodic benefit costs
for these plans are included in wages and benefits in our financial statements from the effective date of the acquisition, May 1,
2005.

The measurement of the pension benefit obligation of the plans at the acquisition date was accounted for using the business
combination provisions in Statement of Financial Accounting Standards No. 87, therefore, all previously existing unrecognized
net gain or loss, unrecognized prior service cost, or unrecognized net obligation or net asset existing prior to the date of the
acquisition was included in our calculation of the pension benefit obligation recorded at acquisition.

In addition to these pension plans, we also assumed a post-employment medical plan for Acquired HR Business employees and
retirees in Canada. The amount of health care benefits is limited to lifetime maximum and age limitations as described in the
plan.

Benefit obligations
The following table provides a reconciliation of the changes in the defined benefit plans’ benefit obligations for the year ended
June 30, 2005 (in thousands):

Other
Pension Benefit
Plans Plan
Reconciliation of benefit obligation:
Obligation at June 30, 2004 ... .. $ — $—
Obligations assumed in business combinations . ... ... i 84,434 342
YT Lol L PP 751 3
LRETE St GOt o ottt e e e 739 3
Actuarial (@aIN) 0SS . ..ottt e e e 6,536 21
Foreign currency exchange rate Changes . . ... ...ttt e (2,443) 9
Benefit payments .. ...t e e (289)  (2)
Obligation at June 30, 2005 .. ... . e $89.728 $376
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Costs (income) of plans
The following table provides the components of net periodic benefit cost for the year ended June 30, 2005 (in thousands):

Other
Pension Benefit
Plans Plan
Components of net periodic benefit cost:
Defined benefit plans:
S EIVICE COSE v vttt e e e e e $ 751 $3
IO ErESt COSt . ittt e e 739 3
Expected retirn ON @SSEIS . ..ottt ettt ettt e e e (536) —
Net periodic benefit cost for defined benefit plans......... ... o $ 954 $6

Plan assets )
The following table provides a reconciliation of the changes in the fair value of plan assets for the year ended June 30, 2005 (in
thousands):

Other
Pension Benefit
Plans _Plan
Reconciliation of fair value of plan assets:
Fair value of plan assets at June 30, 2004 ... ... . . . e $ — $—
Assets assumed 1n business CombINAtionS . ... .. ittt 67,621 —
Actual TetUIN O Plan ASSETS . . .. .ottt et e s 2,330 —
Foreign currency exchange rate changes .. ........ .. i (2,395) —
Employer contribUtions . . ... ... 928 —
Bene it PAYIMIENS . . oot e e e e e (289) —
Fair value of plan assets at June 30, 2005 ... ... . i $68,195 $—

The following table provides the weighted-average asset allocation of all pension plan assets at June 30, 2005, by asset category:

Mutual fund — eqUItY SECUTTHES . . . . o\ttt ettt e et e e 40%
Mutual fund — debt SECUITHES .. oot 23%
Cash and cash equivalents . . .. ... . 32%
Mutual fund — real EState . . .. oL e _ 5%
1< 1 P O T 100%

There are no holdings in shares or debt issued by us included in the pension plan assets.

We made contributions to the pension plans of approximately $0.9 million in June 2005. In addition, approximately
$21.5 million related to a purchase price adjustment received from Mellon Financial Corporation was funded into the pension
plans prior to June 30, 2005. This amount is included in the plans’ cash and cash equivalents at June 30, 2005 and was
subsequently invested pursuant to the plans’ target asset allocations.

Funded status of defined benefit pension plans
The following table provides a statement of funded status as of June 30, 2005 (in thousands):

Funded Unfunded

Plans Plan
Accumulated benefit obligation (ABO) .. ... $62,965 $ 9,963
Projected benefit obligation (PBO) . ... .. e 78,819 10,909
Fair value of as8els . . . ...ttt e 68,195 —
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Other
Pension Plans Benefit Plan
Funded status at June 30, 2005 . . ..ot $(21,533) $(376)
Unrecognized (gain) loSs . .. ..o v 4,690 21
Net amount included in long-term liabilities in our consolidated balance sheet ................ $(16,843) $(355)

As of the measurement date, June 30, 2005, the fair value of plan assets exceeded the accumulated benefit obligation for the
Canadian basic pension plan and the UK pension scheme.

Assumptions for calculating benefit obligations and net periodic benefit cost
The following table summarizes the weighted-average assumptions used in the determination of our benefit obligation for the
year ended June 30, 2005:

Other
Pension Plans Benefit Plan
DISCOUNT FATE ..ottt ettt e e 5.00% — 5.25% 5.25%
Rate of increase in compensation levels ........... . i 4.25% — 4.40% NA

The following table summarizes the assumptions used in the determination of our net periodic benefit cost for the year ended
June 30, 2005:

Other
Pension Plans Benefit Plan
DISCOUNT TAE . oo\ttt et et et e et e e e et e e e e e e e e 5.25% — 5.75% 5.75%
Long-term rate of return on assets............ .. 7.00% — 7.50% NA
Rate of increase in compensation levels ........ ... ... . 4.25% — 4.40% NA

Our discount rate is determined based upon high quality corporate bond yields as of the measurement date. The table below
illustrates the effect of increasing or decreasing the discount rates by 25 basis points (in thousands):

Plus .25% Less .25%

Effect on pension benefit obligation. .. ... .. ... . $4,490  $(4,692)
Effect on service and INTETESt COSt . . o . v vt ot oottt e e e e e e e $ 380 $ (399

We estimate the long-term rate of return on UK and Canadian plan assets will be 7% and 7.5%, respectively, based on the long-
term target asset allocation. Expected returns for the following asset classes used in the plan are based on a combination of long-
term historical returns and current and expected market conditions.

The UK pension scheme’s target asset allocation is 33% UK equities, 22% overseas equities principally invested in developed
markets, 17.5% bonds issued by UK corporates, 17.5% in UK Treasury inflation-linked bonds and 10% in UK commercial
property. External investment managers actively manage all of the asset classes. The target asset allocation has been set by the
plan’s trustee board with a view to meeting the long-term return assumed for setting the employer’s contributions while also
reducing volatility relative to the plan’s liabilities. The managers engaged by the trustees manage their assets with a view to
seeking moderate out-performance of appropriate benchmarks for each asset class. At this time, the trustees do not engage in
any alternative investment strategies, apart from UK commercial property.

The Canadian funded plan’s target asset allocation is 37% Canadian provincial and corporate bonds, 33% larger capitalization
Canadian stocks, 25% developed and larger capitalization Global ex-Canada stocks (mainly U.S. and international stocks) and
5% cash and cash equivalents. A single investment manager actively manages all of the asset classes. This manager uses an
equal blend of large cap value and large cap growth for stocks in order to participate in the returns generated by stocks in the
long-term, while reducing year-over-year volatility. The bonds are managed using a core approach where multiple strategies are
engaged such as interest rate anticipation, credit selection and yield curve positioning to mitigate overall risk. At this time, the
manager does not engage in any alternative investment strategies.
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SFAS 106 requires the disclosure of assumed healthcare cost trend rates for next year used to measure the expected cost of
benefits covered. For measurement purposes, an 8.8% composite annual rate of increase in the per capita costs of covered
healthcare benefits was assumed for measurement of the benefit obligation as well as the periodic benefit cost for fiscal year
20035; this rate was assumed to decrease gradually to 4.5% by 2013 and remain at that level thereafter. The healthcare cost trend
rate assumption may have a significant effect on the SFAS 106 projections. The table below illustrates the effect of increasing
or decreasing the assumed healthcare cost trend rates by one percentage point for each future year (in thousands):

Plus 1% Less 1%
Effect on post-employment benefit obligation . ............ . i $35 $(48)
Effect on total of service and Interest COSt. ... ...ttt i $7 $ (6)

Expected Cash Flows
We expect to contribute between $3.5 million and $4.4 million to our pension plans in fiscal year 2006.

The following table summarizes the estimated benefit payments, which include amounts to be earned by active plan employees
through expected future service for all pension plans over the next ten years as of June 30, 2005 (in thousands):

Other

Pension Benefit

Plans _Plan

2006 . o $ 2,488 $ 17
200 T e e e e e e e 2,586 19
2008 . e 2,616 21
2000 . . e e e 2,674 22
2000 . . o e 2,488 22
20 L-200 o 14,520 125

Supplemental executive retirement plan

In December 1998, we entered into a Supplemental Executive Retirement Agreement with our Chairman, Darwin Deason
(“Mr. Deason”), which was amended in August 2003 to conform the normal retirement date specified therein to our fiscal year
end next succeeding the termination of the Employment Agreement between Mr. Deason and us. The normal retirement date
under the Supplemental Executive Retirement Agreement was subsequently amended in June 2005 to conform to the
termination date of the Employment Agreement with the exception of the determination of any amount deferred in taxable
years prior to January 1, 2005 for purposes of applying the provisions of the American Jobs Creation Act of 2004 and the
regulations and interpretive guidance published pursuant thereto (the “AJCA”™). Pursuant to the Supplemental Executive
Retirement Agreement, which was reviewed and approved by the Board of Directors, Mr. Deason will receive a benefit upon
the occurrence of certain events equal to an actuarially calculated amount based on a percentage of his average monthly
compensation determined by his monthly compensation during the highest thirty-six consecutive calendar months from among
the 120 consecutive calendar months ending on the earlier of his termination of employment or his normal retirement date. The
amount of this benefit payable by us will be offset by the value of particular options granted to Mr. Deason (including
150,000 shares covered by options granted in October 1998 with an exercise price of $11.53 per share and 300,000 shares
granted in August 2003 with an exercise price of $44.10). To the extent that we determine that our estimated actuarial liability
under the Supplemental Executive Retirement Plan exceeds the “in the money” value of such options, such deficiency would
be reflected in our results of operations as of the date of such determination. In the event that the value of the options granted to
Mr. Deason exceeds the benefit, such excess benefit would accrue to Mr. Deason and we would have no further obligation
under this agreement. The percentage applied to the average monthly compensation is 56% for benefit determinations made on
or any time after May 18, 2005. The events triggering the benefit are retirement, total and permanent disability, death,
resignation, and change in control or termination for any reason other than cause. The benefit will be paid in a lump sum or, at
the election of Mr. Deason, in monthly installments over a period not to exceed ten years. We have estimated that our
obligation with respect to Mr. Deason under the Supplemental Executive Retirement Agreement was $8.1 million at June 30,
2005 and will be $16.17 million at May 18, 2010 (based on the normal retirement date under the Supplemental Executive
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Retirement Agreement but excluding the implications of the AJCA). If the payment is caused by a change in control and at
such time Mr. Deason would be subject to an excise tax under the Internal Revenue Code with respect to the benefit, the
amount of the benefit will be grossed-up to offset this tax.

Deferred compensation plans

We offer a deferred compensation plan to employees who meet specified compensation criteria. The assets and liabilities of this
plan are included in our consolidated financial statements. Approximately 1,000 employees participate in the plan. Participants
may elect to defer a specified percentage of base salary and incentive compensation annually. The assets of the plan as of
June 30, 2005 and 2004 were $29.2 million and $19.2 million, respectively. Liabilities of the plan, representing participants’
account balances, were $32 million and $20.4 million at June 30, 2005 and 2004, respectively, and were included in long-term
liabilities.

In connection with the acquisition of the Acquired HR Business, we assumed a deferred compensation plan for certain
Acquired HR Business employees. This plan is currently closed to new contributions. The assets and liabilities of this plan are
included in our consolidated financial statements as of the date of acquisition. Approximately 168 employees participate in the
plan. The assets of the plan as of June 30, 2005 were $24 million. Liabilities of the plan, representing participants’ account
balances, were $30.6 million at June 30, 2005 and were included in long-term liabilities.

Other contributory plans

We have contributory retirement and savings plans, which cover substantially all employees and allow for discretionary
matching contributions by us as determined by our Board of Directors. Contributions made by us to certain plans during the
years ended June 30, 2005, 2004, and 2003 were approximately $13.4 million, $14.8 million and $24.5 million, respectively.

14. EARNINGS PER SHARE

Basic earnings per share of common stock is computed using the weighted average number of our common shares outstanding
during the period. Diluted earnings per share is adjusted for the after-tax impact of interest on the Convertible Notes and
reflects the incremental shares that would be available for issuance upon the assumed exercise of stock options and conversion
of the Convertible Notes. The Convertible Notes were converted to common shares in February 2004.
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The following table sets forth the computation of basic and diluted earnings per share (in thousands, except per share amounts):
Year ended June 30,

2005 2004 2003
Numerator:
Numerator for earnings per share (basic) — income available to common
SEOCKROLAETS .« ot e e e e e $415945  $529,843  $306,842
Effect of dilutive securities:
Interest on Convertible Notes (net of income tax) .......................... — 5,196 8,218
Numerator for earnings per share assuming dilution-income available to common
StOCKNOIAETS oottt e $415,945  $535,039  $315,060
Denominator:
Weighted average shares outstanding (basic) ........... ... .. il 127,560 131,498 132,445
Effect of dilutive securities:
Convertible NOteS ... ... i e —_ 4,750 7,298
StOCK OPtIONS . .ot e 2,822 3,398 3,687
Total potential common shares ............ ... it 2,822 8,148 10,985
Denominator for earnings per share assuming dilution ............................. 130,382 139,646 143,430
Eamings per share (basic) .................. S P $§ 326 § 403 § 232
Earnings per share assuming dilution ........ ... ... . i $ 319 $ 383 § 220

Options to purchase approximately 473,000, 457,000 and 159,000 shares of common stock were outstanding during fiscal years
2005, 2004 and 2003, respectively, but were not included in the computation of diluted earnings per share because the options’
exercise price was greater than the average market price during the period.

15. FINANCIAL INSTRUMENTS

Long-term Debt
As of June 30, 2005, the fair values of our Senior Notes approximated $496.5 million.

As of June 30, 2005 and 2004, the fair values of our revolving credit balances approximated the related carrying values.

Derivatives

In order to hedge the variability of future interest payments related to our Senior Notes resulting from changing interest rates,
we entered into forward interest rate agreements in April 2005. The agreements were designated as cash flow hedges of
forecasted interest payments in anticipation of the issuance of the Senior Notes. The notional amount of the agreements totaled
$500 million and the agreements were terminated in June 2005 upon issuance of the Senior Notes. The settlement of the
forward interest rate agreements of $19 million ($12 million, net of income tax) is reflected in accumulated other
comprehensive income, and will be amortized as an increase in reported interest expense over the term of the Senior Notes,
with approximately $2.5 million to be amortized over the next 12 months. During fiscal year 2005, we amortized approximately
$0.2 million to interest expense. The amount of gain or loss related to hedge ineffectiveness was not material.

Investments in mutual funds

As of June 30, 2003, as part of our deferred compensation plan, we held investments in mutual funds with a fair market value of
$24.0 million. See Note 13 for more information on the deferred compensation plan. The unrealized gain or loss on these
investments for fiscal year 2005 were not material. There were no investments in mutual funds in fiscal year 2004.
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16. RELATED PARTY TRANSACTIONS

Prior to July 2002, we held a minority preferred stock interest in DDH Aviation, Inc., a corporate airplane brokerage company
organized in 1997 (as may have been reorganized subsequent to July 2002, herein referred to as “DDH”). Our Chairman owns
a majority voting interest in DDH and our President and General Counsel, along with our Chairman were directors of DDH. At
June 30, 2002, DDH had a $48 million line of credit with Citicorp USA, Inc., (“Citicorp”) for which we and our Chairman, in
exchange for warrants to acquire additional voting stock, acted as partial guarantors. In addition, we obtained access to
corporate aircraft at favarable rates in consideration of our guaranty. We had guaranteed up to approximately $11.5 million of
the line of credit and our Chairman guaranteed up to approximately $17.5 million of the line of credit.

In July 2002, our Chairman assumed in full our guaranty obligations to Citicorp and Citicorp released in full our guaranty
obligations. Qur minority preferred stock interest and warrants (with a recorded value of $100,000 at June 30, 2002) in DDH
were cancelled. We have no further ownership interest in DDH. Our officers, other than the Chairman, are no longer directors
of DDH. As partial consideration for the release of our corporate guaranty, we entered into an agreement to provide certain
administrative services to DDH at no charge until such time as DDH meets certain specified financial criteria. In the first
quarter of fiscal year 2003, we purchased $1 million in prepaid charter flights at favorable rates from DDH. As of June 30, 2005
and 2004, we had $0.6 million and $0.7 million, respectively, remaining in prepaid flights with DDH. During fiscal year 2003,
we paid DDH approximately $0.5 million for maintenance services, chartered aircraft and equipment. We made no payments to
DDH during fiscal years 2005 and 2004.

During fiscal years 2005, 2004 and 2003, we purchased approximately $9.0 million, $6.4 million and $6.8 million, respectively,
of office products and printing services from Prestige Business Solutions, Inc., a supplier owned by our Chairman’s daughter-in-
law. These products and services were purchased on a competitive bid basis in substantially all cases. We believe this
relationship has allowed us to obtain these products and services at quality levels and costs more favorable than would have been
available through alternative market sources.

17. COMMITMENTS AND CONTINGENCIES

We have various non-cancelable operating lease agreements for information technology equipment, software and facilities with
terms through 2018. These agreements provide for minimum annual spending commitments, and have varying terms through
fiscal year 2009. A summary of these commitments at June 30, 2005 is as follows (in thousands):

Year ending June 30,

2006 . .« e e e $221,020
200 e e 154,872
2008 . . 110,380
20000 . . 68,364
2000 L e 38,683
Therea T . oo 86,757

$680,576

Lease expense for information technology equipment, software and facilities was approximately $243.2 million, $227.7 million,
and $174.7 million for the years ended June 30, 2005, 2004 and 2003, respectively.

We have entered into various contractual agreements to purchase telecom services. These agreements provide for minimum
annual spending commitments, and have varying terms through fiscal year 2009, and we estimate future payments related to
these agreements will be $8.3 million, $13.3 million, $3.3 million and $1.8 million in fiscal years 2006, 2007, 2008 and 2009,
respectively.

One of our subsidiaries, ACS Defense, LLC, and several other government contractors received a grand jury document
subpoena issued by the U.S. District Court for the District of Massachusetts in October 2002. The subpoena was issued in
connection with an inquiry being conducted by the Antitrust Division of the U.S. Department of Justice (“DOJ”). The inquiry
concerns certain IDIQ (Indefinite Delivery — Indefinite Quantity) procurements and their related task orders, which occurred
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in the late 1990s at Hanscom Air Force Base in Massachusetts. Our revenue from the contracts that we believe to be the focus
of the DOJT’s inquiry was approximately $17.2 million for the fiscal year ended June 30, 2004, representing approximately 0.4%
of our revenue for fiscal year 2004. In February 2004, we sold the contracts associated with the Hanscom Air Force Base
relationship to ManTech International Corporation; however, we have agreed to indemnify ManTech with respect to this DOJ
investigation. The DOJ is continuing its investigation, but we have no information as to when the DOJ will conclude this
process. We have cooperated with the DOJ in producing documents in response to the subpoena, and our internal investigation
and review of this matter through outside legal counsel will continue through the conclusion of the DOJ investigatory process.
We are unable to express an opinion as to the likely outcome of this matter at this time.

Another of our subsidiaries, ACS State & Local Solutions, Inc. (“ACS SLS”), and a teaming partner of this subsidiary,
Tier Technologies, Inc. (“Tier”), received a grand jury document subpoena issued by the U.S. District Court for the Southern
District of New York in May 2003. The subpoena was issued in connection with an inquiry being conducted by the Antitrust
Division of the DOJ. We believe that the inquiry concerns the teaming arrangements between ACS SLS and Tier on child
support payment processing contracts awarded to ACS SLS, and Tier as a subcontractor to ACS SLS, in New York, Illinois
and Ohio but may also extend to the conduct of ACS SLS and Tier with respect to the bidding process for child support
contracts in certain other states. Effective June 30, 2004, Tier was no longer a subcontractor to us in Ohio. Our revenue from
the contracts for which Tier was a subcontractor was approximately $43.5 million, $67 million and $40.6 million in fiscal years
2005, 2004 and 2003, respectively, representing approximately 1%, 1.6% and 1.1% of our fiscal years 2005, 2004 and 2003
revenues, respectively. Our teaming arrangement with Tier also contemplated the California child support payment processing
request for proposals, which was issued in late 2003; however, we did not enter into a teaming agreement with Tier for the
California request for proposals. Based on Tier’s filings with the Securities and Exchange Commission, we understand that on
November 20, 2003 the DOJ granted conditional amnesty to Tier in connection with this inquiry pursuant to the DOJ’s
Corporate Leniency Policy. The policy provides that the DOJ will not bring any criminal charges against Tier as long as it
continues to fully cooperate in the inquiry (and makes restitution payments if it is determined that parties were injured as a
result of impermissible anticompetitive conduct). The DOJ is continuing its investigation, but we have no information as to
when the DOJ will conclude this process. We have cooperated with the DOJ in producing documents in response to the
subpoena, and our internal investigation and review of this matter through outside legal counsel will continue through the
conclusion of the DOJ investigatory process. We are unable to express an opinion as to the likely outcome of this matter at this
time.

On January 30, 2004, the Florida Agency for Workforce Innovation’s (“AWI”) Office of Inspector General (“OIG”) issued a
report that reviewed 13 Florida workforce regions, including Dade and Monroe counties, and noted concerns related to the
accuracy of customer case records maintained by our local staff. Our total revenue generated from the Florida workforce
services amounts to approximately 0.9%, 1% and 1.3% of our total fiscal years 2005, 2004 and 2003 revenues, respectively. In
March 2004, we filed our response to the OIG report. The principal workforce policy organization for the State of Florida,
which oversees and monitors the administration of the State’s workforce policy and the programs carried out by AWTI and the
regional workforce boards, is Workforce Florida, Inc. (“WF1”). On May 20, 2004, the Board of Directors of WFI held a public
meeting at which the Board announced that WFI did not see a systemic problem with our performance of these workforce
services and that it considered the issue closed. There were also certain contract billing issues that arose during the course of our
performance of our workforce contract in Dade County, Florida, which ended in June 2003. However, during the first quarter of
fiscal year 2005, we settled all financial issues with Dade County with respect to our workforce contract with that county and
the settlement is fully reflected in our results of operations for the first quarter of fiscal year 2005. We were also advised in
February 2004 that the SEC had initiated an informal investigation into the matters covered by the OIG’s report, although we
have not received any request for information or documents since the middle of calendar year 2004. On March 22, 2004, ACS
SLS received a grand jury document subpoena issued by the U.S. District Court for the Southern District of Florida. The
subpoena was issued in connection with an inquiry being conducted by the DOJ and the Inspector General’s Office of the
U.S. Department of Labor (“DOL”) into the subsidiary’s workforce contracts in Dade and Monroe counties in Florida, which
also expired in June 2003, and which were included in the OIG’s report. On August 11, 2003, the South Florida Workforce
Board notified us that all deficiencies in our Dade County workforce contract have been appropriately addressed and all findings
are considered resolved. On August 25, 2004, ACS SLS received a grand jury document subpoena issued by the U.S. District
Court for the Middle District of Florida in connection with an inquiry being conducted by the DOJ and the Inspector General’s
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Office of the DOL. The subpoena relates to a workforce contract in Pinellas County in Florida for the period from January 1999
to the contract’s expiration in March 2001, which was prior to our acquisition of this business from Lockheed Martin
Corporation in August 2001. Further, we settled a civil lawsuit with Pinellas County in December 2003 with respect to claims
related to the services rendered to Pinellas County by Lockheed Martin Corporation prior to our acquisition of ACS SLS
(those claims having been transferred with ACS SLS as part of the acquisition), and the settlement resulted in Pinellas County
paying ACS SLS an additional $600,000. We are continuing our internal investigation of these matters through outside legal
counsel and we are continuing to cooperate with the DOJ, the SEC and DOL to produce documents in connection with their
investigations. At this stage of these investigations, we are unable to express an opinion as to their likely outcome. We anticipate
that we may receive additional subpoenas for information in other Florida Workforce regions as a result of the AWTI report
issued in January 2004.

On December 16, 1998, a state district court in Houston, Texas entered final judgment against us in a lawsuit brought by 21
former employees of Gibraltar Savings Association and/or First Texas Savings Association (collectively, “GSA/FTSA”). The
GSA/FTSA employees alleged that they were entitled to the value of 803,082 shares of our stock (adjusted for February 2002
stock split) pursuant to options issued to the GSA/FTSA employees in 1988 in connection with a former technology
outsourcing services agreement between GSA/FTSA and us. The judgment against us was for approximately $17 million,
which included attorneys’ fees and pre-judgment interest. The judgment was appealed by the plaintiffs and us and the appellate
process has now been concluded. As a result of the appeals, the trial court’s judgment was reversed and the case was remanded
to the trial court for further proceedings, except that the trial court judgment was affirmed in part as to one of the plaintiffs and
the trial court’s dismissal of certain of our affirmative defenses was upheld. The amount of the judgment for the one plaintiff
whose judgment was upheld has been settled for $1.3 million. In August 2004, mediation was conducted which resulted in the
settlement of claims of the other GSA/FTSA employees. As a result of this settlement, we accrued $10 million in other
operating expenses in the fourth quarter of fiscal year 2004 related to this settlement and paid $10 million in full settlement of
all claims of the other GSA/FTSA employees in August 2004.

As discussed in Note 9, certain contracts, primarily in our Government segment, require us to provide a surety bond or a letter
of credit as a guarantee of performance. As of June 30, 2005, outstanding surety bonds of $269.2 million and $84.9 million of
our outstanding letters of credit secure our performance of contractual obligations with our clients. In general, we would only be
liable for the amount of these guarantees in the event of default in our performance of our obligations under each contract, the
probability of which we believe is remote. Approximately $16 million of letters of credit secure our casualty insurance and
vendor programs, We believe that we have sufficient capacity in the surety markets and liquidity from our cash flow and our
Credit Facility to respond to future requests for proposals.

We are obligated to make certain contingent payments to former shareholders of acquired entities upon satisfaction of certain
contractual criteria in conjunction with certain acquisitions. During fiscal years 2003, 2004, and 2003 we made contingent
consideration payments of $17 million, $10.4 million and $8 million, respectively, related to acquisitions completed in prior
years. As of June 30, 2005, the maximum aggregate amount of the outstanding contingent obligations to former shareholders of
acquired entities is approximately $45.5 million, of which $6.3 million has been earned as of June 30, 2005. The $6.3 million
was accrued as of June 30, 2005 and is expected to be paid during the first quarter of fiscal year 2006. Any such payments
primarily result in a cotresponding increase in goodwill.

We have indemnified Lockheed Martin Corporation against certain specified claims from certain pre-sale litigation,
investigations, government audits and other issues related to the sale of the majority of our Federal business to Lockheed
Martin Corporation in fiscal year 2004. Our maximum exposure under these indemnifications is $85 million; however, we
. believe the actual exposure to be significantly less. As of June 30, 2005, other accrued liabilities include a reserve for these
claims in an amount we believe to be adequate at this time.

Our Education Services business, which is included in our Commercial segment, performs third party student loan servicing in
the Federal Family Education Loan program (“FFEL”) on behalf of various financial institutions. We service these loans for
investors under outsourcing arrangements and do not acquire any servicing rights that are transferable by us to a third party. At
June 30, 2005, we serviced a FFEL portfolio of approximately 1.6 million loans with an outstanding principal balance of
approximately $21.2 billion. Some servicing agreements contain provisions that, under certain circumstances, require us to

76




AFFILIATED COMPUTER SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

purchase the loans from the investor if the loan guaranty has been permanently terminated as a result of a loan default caused
by our servicing error. If defaults caused by us are cured during an initial period, any obligation we may have to purchase these
loans expires. Loans that we purchase may be subsequently cured, the guaranty reinstated and then we repackage the loans for
sale to third parties. We evaluate our exposure under our purchase obligations on defaulted loans and establish a reserve for
potential losses, or default liability reserve, through a charge to the provision for loss on defaulted loans purchased. The reserve
is evaluated periodically and adjusted based upon management’s analysis of the historical performance of the defaulted loans.
As of June 30, 2005 and 2004, other accrued liabilities include reserves which we believe to be adequate.

In June 2004, the Mississippi Department of Environmental Quality (“MDEQ”) issued a Notice of Violation to ACS Image
Solutions, Inc., one of our subsidiaries, that alleged noncompliance with the Clean Water Act and the Federal Resource
Conservation and Recovery Act. On September 20, 2004, we agreed to settle this matter with the MDEQ for $150,000. We
have closed the specific operation whose activities resulted in this notice.

In April 2004, we were awarded a contract by the North Carolina Department of Health and Human Services (“DHHS”) to
replace and operate the North Carolina Medicaid Management Information System (“NCMMIS”). Prior to DHHS’ award of
the contract, our proposal was reviewed and approved by the State of North Carolina’s Information Technology Services group
and the Federal Center for Medicare and Medicaid Services. Two competitors protested the contract award. In considering the
protests, DHHS again reviewed our proposal and determined that our technical solutions did, in fact, comply with all technical
requirements and denied the protests on June 3, 2004. EDS protested the denial. On January 12, 2005, an administrative law
judge made a non-binding recommendation to sustain EDS’ protest of the contract between us and the DHHS.
Notwithstanding the reviews, approvals, and decisions in awarding the contract and in considering the protests, the
administrative law judge based his recommendation on his assessment that our technical solution did not fully comply with the
DHHS technical standards for proposals. The non-binding recommendation was issued to the North Carolina State Chief
Information Officer (“CIO”), Office of Technology Services. We, DHHS and EDS each presented written arguments to the
CIO. A hearing was held before the CIO on March 15, 2005 during which each of the parties presented oral arguments. On
April 28, 2005, the CIO issued a decision in favor of the DHHS and us as to the issues of: (i) the sufficiency of our technical
solution, (ii) our satisfaction of RFP requirements relative to our integrated testing facility, and (iii) whether the State’s
evaluation was consistent with the RFP’s evaluation criteria. However, his ruling also found insufficient evidence or argument
had been submitted to address three other issues raised by EDS in its initial protest filing. Therefore, the CIO has directed that
a hearing be conducted on the issues of whether (a) our proposal complied with RFP requirements relative to experience of
proposed key personnel; {b) our proposal complied with RFP requirements for pricing; and (c) any perceived price advantage is
illusory and in any event was miscalculated by DHHS. EDS subsequently waived its right to a hearing before the CIO on these
three remaining issues and on May 18, 2005, EDS appealed the CIO’s decision to Wake County Superior Court. It is
anticipated that a hearing will be held in October 2005. We intend to vigorously pursue affirmation of DHHS’ contract award.
DHHS has instructed us to continue performance of our services under the contract.

In addition to the foregoing, we are subject to certain other legal proceedings, inquiries, claims and disputes, which arise in the
ordinary course of business. Although we cannot predict the outcomes of these other proceedings, we do not believe these other
actions, in the aggregate, will have a material adverse effect on our financial position, results of operations or liquidity.

18. GEORGIA CONTRACT

In 2001, we were awarded a contract by the Georgia Department of Community Health (“DCH”) to develop, implement and
operate a system to administer health benefits to Georgia Medicaid recipients as well as state government employees (the
“Georgia Contract”). This system development project was large and complex and anticipated the development of a system
that would process both Medicaid and state employee claims. The Medicaid phase of this project was implemented on April 1,
2003. Various disputes arose because of certain delays and operational issues that were encountered in this phase. During the
second quarter of fiscal year 2004, in connection with a settlement in principle, we recorded a $6.7 million reduction in revenue
resulting from the change in our percentage-of-completion estimates primarily as a result of the termination of Phase II of the
contract, a charge of $2.6 million to services and supplies associated with the accrual of wind-down costs associated with the
termination of Phase II and an accrual of $10 million in other operating expenses to be paid to DCH pursuant to the settlement
which was paid in the first quarter of fiscal year 2005. On July 21, 2004, we entered into a definitive settlement agreement with
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the DCH to settle these disputes. The terms of the definitive settlement, which were substantially the same as those announced
in January 2004, include the $10 million payment by us to DCH; a payment by DCH to us of $9 million in system development
costs; escrow of $11.8 million paid by DCH, with $2.4 million of the escrowed funds to be paid to us upon completion of an
agreed work plan ticket and reprocessing of July 2003 — June 2004 claims, and the remaining $9.4 million of escrowed funds to
be paid to us upon final certification of the system by the Center for Medicare/Medicaid Services (“CMS”), the governing
Federal regulatory agency; cancellation of Phase II of the contract; and an agreement to settle outstanding operational invoices
resulting in a'payment to us of over $8.2 miilion and approximately $7 million of reduction in such invoices. In April 2005,
CMS certified the system effective as of August 1, 2003. DCH has requested funding level information from CMS for the
period from the system implementation date, April 1, 2003, through July 31, 2003. We will begin discussions with DCH
regarding distribution of the $9.4 million in escrow funds related to system certification when DCH receives the relevant
information from CMS. Our work related to the remaining $2.4 million in escrow is continuing.

19. COMPREHENSIVE INCOME

Statement of Financial Accounting Standards No. 130, “Reporting Comprehensive Income” (“SFAS 130”), establishes
standards for reporting and display of comprehensive income and its components in financial statements. The objective of
SFAS 130 is to report a measure of all changes in equity of an enterprise that result from transactions and other economic
events of the period other than transactions with owners. Comprehensive income is the total of net income and all other non-
owner changes within a company’s equity.

The components of comprehensive income are as follows (in thousands):
Year ended June 30,

2005 2004 2003
Nt TGO .« o v ot ettt e e e e e e e e $415,945 $529,843  $306,842
Other comprehensive income (loss):
Foreign currency translation adjustment .......... ... i 4,260 (2,410) (971)
Unrealized loss on hedging instruments (net of income tax of $7,083) ............. (11,789) — —
Comprehensive INCOME . . ... oottt e $408,416  $527,433  $305,871

The unrealized loss on hedging instruments relates to interest rate hedges, which were settled in June 2005 (see Note 15 for
further discussion).

Accumulated other comprehensive loss at June 30, 2005 includes approximately $11.8 million of unrealized loss on hedging
instruments and $0.9 million of foreign currency translation gains. Accumulated other comprehensive loss at June 30, 2004 is
comprised of foreign currency losses.

20. SEGMENT INFORMATION

We are organized into Commercial and Government segments due to the different operating environments of each segment,
caused by different types of clients, differing economic characteristics, and the nature of regulatory environments. In the
Commercial segment, we provide business process outsourcing, information technology outsourcing, and systems integration
services to clients including healthcare providers and payors, pharmaceutical and other manufacturers, retailers, wholesale
distributors, utilities, entertainment, higher education institutions, financial institutions, insurance and transportation
companies. In the Government segment, we provide business process outsourcing, information technology outsourcing and
systems integration services to state and local governments. Qur Government segment also includes our relationship with the
United States Department of Education (the “Department of Education™).

In fiscal year 2003, we reported our results of operations in three segments: Commercial, State and Local Government, and
Federal. In fiscal year 2004, as a result of the sale of our Divested Federal Business, we combined our State and Local
Government and Federal segments into our Government Segment. Prior period reporting has been restated to conform to the
new segment reporting.
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Over 97% of our consolidated revenues for fiscal years 2005, 2004 and 2003 were derived from domestic clients. Our
relationship with the Department of Education is our largest contract and represents approximately 5%, 5% and 4% of
consolidated revenues for fiscal years 2005, 2004, and 2003, respectively. Other than the Department of Education, no single
customer exceeded 5% of our revenues.

The accounting policies of each segment are the same as those described in the summary of significant accounting policies (see
Note 1).

The following tables reflect the results of the segments consistent with our management system (in thousands):

Commercial  Government  Corporate  Consolidated

Fiscal year 2005

Revenues(a) .. ...t $2,175,087 $2,176,072 § —  $4351,159
Operating expenses (excluding depreciation and amortization) .......... 1,727,358 1,682,001 54,540 3,463,899
Depreciation and amortization €Xpense .. .........oouurneeennnninn... 145,859 85,016 1,904 232,779
Operating Income (l0SS) .. ... vttt e $ 301,870 $ 409,055 $(56,444) $ 654,481
Total asSetS . ... $2,608,617 $2,160,297 § 81,924 $4,850,838
Capital expenditures ......... ..ttt $ 149406 $ 102,560 $ 1,265 $ 253,231
Fiscal year 2004

Revenues(a) ... ... e $1,678,364 $2,428029 § —  $4,106,393
Operating expenses (excluding depreciation and amortization) .......... 1,308,411 1,989,392 66,356 3,364,159
Gain on sale of Divested Federal Business . .......................... — (285,273) — (285,273)
Depreciation and amortization eXpense . ... ..., 109,382 72,286 2,128 183,796
Operating income (108S) . ...\ttt e e e $ 260,571 $§ 651,624 $(68,484) § 843,711
Total @SSEtS . . . oot e e $1,718,115 $2,088,841 $100,286 $3,907,242
Capital expenditures ........ ... ... e $ 112,519 $ 110,649 $ 1,453 § 224,621
Fiscal year 2003

Revenues(a) . ... e $1,242,908 $2,544,298 $ —  $3,787,206
Operating expenses (excluding depreciation and amortization) .......... 954,762 2,117,025 44,010 3,115,797
Depreciation and amortization €Xpense . . ........ovvriiieerinnneen.. 80,111 69,195 2,822 152,128
Operating income (10SS) .. ... 0. $ 208,035 $ 358,078 $(46,832) $ 519,281
T0tal ASSEES . . v vt e $1,338,728 $2,241,799 $118,178 $3,698,705
Capital expenditures ......... ... $ 93,912 § 109819 $ 1,942 $ 205,673

(a) Revenues in our Commercial segment for fiscal years 2004 and 2003 include revenues from operations divested as of
June 30, 2004 of $6.9 million and $30.2 million, respectively. Revenues in our Government segment for fiscal years 2005,
2004 and 2003 include revenues from operations divested through June 30, 2004 of $0.6 million, $251.1 million and
$679.3 million, respectively.
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21. REVENUE BY SERVICE LINE

Our revenues by service line are shown in the following table (in thousands):
Year ended June 30,

2005 2004 2003
Business process outsourcing(l) . ... $3,237,981  $3,017,699  $2,582,773
Information technology outsourcing ...ttt i, 858,639 . 694,890 492,848
Systems integration services(2) . ....... it e 254,539 393,804 711,585
TOtal . . e e $4,351,159  $4,106,393  $3,787,206

(1) Includes $39.4 million and $123.7 million of revenues for fiscal years 2004 and 2003, respectively, from operations divested
through June 30, 2004.

(2) Includes $0.6 million, $218.6 million and $585.8 million of revenues for fiscal years 2005, 2004 and 2003, respectively,
from operations divested through June 30, 2004.

22, QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

(in thousands, except per share amounts)

June 30, March 31, December 31, September 30,

Fiscal Year 2005 2005 2005 2004 2004
RevenuUes .. ... . $1,214,392  $1,063,299  $1,027,286 $1,046,182
Operating INCOME . . ...t vt ettt e $ 178,704 $§ 165812 § 154924 § 155,041
NELINCOIMIE .« oo v e et e e e e e e e e e s $ 110977 $ 114666 $§ 96,145 $ 94,157
Earnings per share —basic .......... ... ..o ol $ 083 $ 090 § 075 $ 0.74
Weighted average shares outstanding . . ........................ 126,087 127,568 128,619 127,948
Earnings per share —diluted .......... ... ... ... ... ... $ 087 $ 0.88 § 073  $ 0.72
Weighted average shares outstanding — diluted ................. 128,279 130,229 131,933 131,070
June 30, March 31, December 31, September 30,

Fiscal Year 2004 2004 2004 2003 2003
Revenues ... e $1,062,447 $1,009,432 $997,879 $1,036,635
Operating INCOME . . ... .o\ttt e i $ 142,981(a) $ 153,820(a) $402,981(a) $ 143,929
NeEtINCOMIE . ..ottt e $ 90259(a) $§ 99,746(a) $253,030(a) $ 86,808
Earnings per share —basic ................... ... ... ... $ 0.69(a) $ 0.76{(a) $ 193(a) $ 0.65
Weighted average shares outstanding . . ..................... 130,216 131,503 131,001 133,235
Earnings per share — diluted ............................. $ 0.68(a) $ 072(a) $ 1.80(a) $ 0.62
Weighted average shares outstanding — diluted .............. 133,304 139,348 141,880 143,960

(a) During the second quarter of fiscal year 2004, we completed the sale of our Divested Federal Business. As a result of this
transaction, we recognized a pretax gain of $284.3 million ($181.7 million, net of income tax) in the second quarter of
fiscal year 2004. We recognized additional pretax gains of $0.5 million ($0.3 million, net of income tax) and $0.4 million
(80.3 million, net of income tax) in the third and fourth quarters of fiscal year 2004, respectively, primarily due to our final
working capital settlement with Lockheed Martin Corporation. Please see Note 18 for discussion of other significant items,
which impacted fiscal year 2004 results of operations.
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AFFILIATED COMPUTER SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

23. NEW ACCOUNTING PRONOUNCEMENTS
Please refer to our discussion of SFAS 123(R) in Note 1.

On March 29, 2005, the Securities and Exchange Commission (“SEC™) issued Staff Accounting Bulletin No. 107, “Share-
Based Payment” (“SAB 107”). SAB 107 provides guidance related to specific topics affected by SFAS 123(R), including
share-based payment transactions with non-employees, valuation methods, accounting for certain redeemable financial
instruments issued under share-based payment arrangements, the classification of compensation expense, non-GAAP financial
measures, capitalization of compensation cost related to share-based payment arrangements, the accounting for income tax
effects of share-based payment arrangements upon adoption of SFAS 123(R), the modification of employee share options prior
to the adoption of SFAS 123(R) and disclosures in “Management’s Discussion and Analysis of Financial Condition and
Results of Operations™ required after implementation of SFAS 123(R). We do not believe SAB 107 will have a material
impact on our implementation of SFAS 123(R).

On October 22, 2004, the President signed into law the American Jobs Creation Act of 2004. The Act creates a temporary
incentive for U.S. corporations to repatriate accumulated income earned abroad by providing an 85% dividends received
deduction for certain dividends from controlled foreign corporations. FASB Staff Position 109-2 “Accounting and Disclosure
Guidance for the Foreign Earnings Repatriation Provision within the American Jobs Creation Act of 2004” allows companies
additional time beyond that provided in Statement of Financial Accounting Standards No. 109 “Accounting for Income Taxes”
to determine the impact of the Act on its financial statements and provides guidance for the disclosure of the impact of the Act
on the financial statements. At June 30, 2005, cumulative undistributed carnings of non-U.S. subsidiaries for which U.S. taxes
have not been recorded totaled $36.5 million, the tax effects on which, if repatriated, cannot be reasonably estimated at this
time. We are currently considering repatriation of amounts up to and including $36.5 miliion, pending completion of our
analysis. This incentive is available to us until June 30, 2006. The 85% dividends received deduction is subject to a number of
limitations, and we have not yet decided whether, or to what extent, we might repatriate foreign earnings that have not yet been
remitted to the U.S. We will continue to monitor our international activities and expect to reach a decision regarding
repatriation prior to the expiration of this incentive.

24. SUBSEQUENT EVENTS

In July 2005, we acquired LiveBridge, Inc., a customer care service provider primarily serving the financial and
telecommunications industries, for approximately $32 million plus contingent censideration of up to $32 million based upon
future financial performance. The acquisition was funded with cash on hand and borrowings under our Credit Facility. We
believe this acquisition will expand our customer care operations and extend our global customer interaction service capabilities
to include Canada and Argentina.

In August 2005, we announced an agreement to acquire the Transport Revenue division of Ascom AG, a Switzerland-based
communications company (“Transport Revenue”), for approximately $100 million. The acquisition will be funded through
borrowings on our Credit Facility. Transport Revenue consists of three business units: transit, parking and toll collection with
offices across nine countries. We believe this acquisition will expand our portfolio in the transit and parking payment markets
and the international transportation services industry. Transport Revenue will also add toll collection clients to our existing
customer base. As a result of international regulatory and local approvals, this transaction is not expected to close until the
second quarter of fiscal year 2006.

81




ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

Not applicable.

ITEM 9A. CONTROLS AND PROCEDURES

Management’s Evaluation of Disclosure Controls and Procedures

QOur management, with the participation of our principal executive officer and principal financial officer, have evaluated the
effectiveness of our disclosure controls and procedures (as defined in Rule 13a-15(e) of the Securities Exchange Act of 1934)
as of June 30, 2005. Based on such evaluation, our principal executive officer and principal financial officer have concluded that
such disclosure controls and procedures were operating effectively as of June 30, 2005.

Management’s Report on Internal Control over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting as defined in
Rule 13a-15(f) under the Securities Exchange Act of 1934. Our internal control over financial reporting is designed to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles. Because of its inherent limitations, internal control over
financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

As discussed in Note 2 to the Consolidated Financial Statements, in May 2005, we acquired the human resources consulting
and outsourcing businesses of Mellon Financial Corporation (the “Acquired HR Business”). We have excluded the Acquired
HR Business from the scope of our assessment of our internal control over financial reporting as of June 30, 2005. The Acquired
HR Business’ total revenues and total assets represent 2.4% and 13.3%, respectively, of the related consolidated financial
statement amounts as of and for the year ended June 30, 2005.

Management has evaluated the effectiveness of our internal control over financial reporting as of June 30, 2005 using the
criteria set forth in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Based on this evaluation, management has concluded that, as of June 30, 2005, our internal control over
financial reporting was effective.

Management’s assessment of the effectiveness of our internal control over financial reporting as of June 30, 2005, has been
audited by PricewaterhouseCoopers LLP, the independent registered public accounting firm who also audited our consolidated
financial statements. Their report appears under Item 8.

Changes in Internal Control over Financial Reporting

There have not been any changes in our internal control over financial reporting (as defined in Exchange Act Rule 13a-15(f) of
the Securities Exchange Act of 1934) during the quarter ending June 30, 2005 that have materially affected or are reasonably
likely to materially affect our internal control over financial reporting.

PART I1

Pursuant to Instruction G(3) to Form 10-K, the information required in Items 10 through 14 is incorporated by reference from
our definitive proxy statement, which is incorporated herein by reference.




PART IV

ITEM 15. FINANCIAL STATEMENTS AND EXHIBITS

(a) Financial Statements

The following consolidated financial statements of Affiliated Computer Services, Inc. and Subsidiaries are included in
Part 11, Item 8:

Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheets

Consolidated Statements of Income

Consolidated Statements of Changes in Stockholders’ Equity
Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements

(b) Exhibits

Reference is made to the Index to Exhibits beginning on page 85 for a list of all exhibits filed as part of this report.

83




Pursuant to the requirermnents of Section 13 or 15(d) of the Securities Exchange Act of 1934, we have duly caused this Report
to be signed on our behalf by the undersigned thereunto duly authorized representative.,

Date: September 13, 2005

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the following
persons on behalf of the registrant and in the capacities indicated on the 13th day of September 2005.

Signature

SIGNATURES

Affiliated Computer Services, Inc.

By: /s/ Warren D. Edwards

Warren D. Edwards
Executive Vice President and
Chief Financial Officer

Title

/s/ Darwin Deason

{Darwin Deason)

/s/ Jeffrey A. Rich

(Jeffrey A. Rich)

/s/ Mark A. King

{Mark A. King)

/s/  Warren D. Edwards

(Warren D. Edwards)

/s/ Charles E. McDonald

(Charles E. McDonald)

/s/ J. Livingston Kosberg

(J. Livingston Kosberg)

/s/ Joseph P. O’Neill

(Joseph P. O’Neill)

/s/ Frank A. Rossi

(Frank A. Rossi)

/s/ Dennis McCuistion

(Dennis McCuistion)

Director, Chairman of the Board

Director and Chief Executive Officer

Director, President and Chief Operating Officer

Executive Vice President and Chief Financial Officer

Senior Vice President and Chief Accounting Officer

Director

Director

Director

Director
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Exhibit
Number

INDEX TO EXHIBITS

Exhibit Name

2.1

2.2

23

24

3.1

3.2

33

4.1

4.2

43

44
4.5

4.6

4.7

4.8

Stock Purchase Agreement, dated as of July 31, 2003 between Lockheed Martin Corporation and Affiliated
Computer Services, Inc. (filed as Exhibit 10.1 to our Quarterly Report on Form 10-Q, filed November 14, 2003 and
incorporated herein by reference).

Asset Purchase Agreement, dated as of July 31, 2003 between Lockheed Martin Service, Inc. and Affiliated
Computer Services, Inc. (filed as Exhibit 10.2 to our Quarterly Report on Form 10-Q, filed November 14, 2003 and
incorporated herein by reference).

Purchase Agreement, dated as of March 15, 2005, among Mellon Financial Corporation, Mellon Consultants
European Holdings Limited, Affiliated Computer Services, Inc., ACS Business Process Solutions Limited and
Affiliated Computer Services of Germany GmbH (filed as Exhibit 2.1 to our Current Report on Form 8-K, filed
March 17, 2005 and incorporated herein by reference).

Amendment No. | to Purchase Agreement, dated as of May 25, 2005, among Mellon Financial Corporation, Mellon
Consultants European Holdings Limited, Affiliated Computer Services, Inc., ACS Business Process Solutions
Limited and Affiliated Computer Services of Germany GmbH (filed as Exhibit 2.1 to our Current Report on
Form 8-K, filed June 1, 2005 and incorporated herein by reference).

Certificate of Incorporation of Affiliated Computer Services, Inc. (filed as Exhibit 3.1 to our Registration Statement
on Form S-3, filed March 30, 2001, File No. 333-58038 and incorporated herein by reference).

Certificate of Correction to Certificate of Amendment of Affiliated Computer Services, Inc., dated August 30, 2001
(filed as Exhibit 3.2 to our Annual Report on Form 10-K, filed September 17, 2003 and incorporated herein by
reference).

Bylaws of Affiliated Computer Services, Inc., as amended and in effect on September 11, 2003 (filed as Exhibit 3.3
to our Quarterly Report on Form 10-Q, filed February 17, 2004 and incorporated herein by reference).

Form of New Class A Common Stock Certificate (filed as Exhibit 4.3 to our Registration Statement on Form S-1,
filed May 26, 1994, File No. 33-79394 and incorporated herein by reference).

Amended and Restated Rights Agreement, dated April 2, 1999, between Affiliated Computer Services, Inc. and First
City Transfer Company, as Rights Agent (filed as Exhibit 4.1 to our Current Report on Form §-K, filed May 19,
1999 and incorporated herein by reference).

Amendment No. | to Amended and Restated Rights Agreement, dated as of February 5, 2002, by and between
Affiliated Computer Services, Inc. and First City Transfer Company (filed as Exhibit 4.1 to our Current Report on
Form 8-K, filed February 6, 2002 and incorporated herein by reference).

Form of Rights Certificate (included as Exhibit A to the Amended and Restated Rights Agreement (Exhibit 4.3)).

Indenture, dated as of June 6, 2005, by and between Affiliated Computer Services, Inc. as Issuer and The Bank of
New York Trust Company, N.A. as Trustee (filed as Exhibit 4.1 to our Current Report on Form 8-X, filed June 6,
2005 and incorporated herein by reference).

First Supplemental Indenture, dated as of June 6, 2005, by and between Affiliated Computer Services, Inc. as Issuer
and The Bank of New York Trust Company, N.A. as Trustee, relating to our 4.70% Senior Notes due 2010 (filed as
Exhibit 4.2 to our Current Report on Form 8-K, filed June 6, 2005 and incorporated herein by reference}.

Second Supplemental Indenture, dated as of June 6, 2005, by and between Affiliated Computer Services, Inc. as
Issuer and The Bank of New York Trust Company, N.A. as Trustee, relating to our 5.20% Senior Notes due 2015
(filed as Exhibit 4.3 to our Current Report on Form §-K, filed June 6, 2005 and incorporated herein by reference).

Specimen Note for 4.70% Senior Notes due 2010 (filed as Exhibit 4.4 to our Current Report on Form 8-K, filed
June 6, 2005 and incorporated herein by reference).
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Exhibit
Number

Exhibit Name

4.9

10.14

10.2+

10.3

10.4+

10.5%

10.67

10.74

10.8t

10.9t

10.107

10.114

10.12t

10.13

10.14

Specimen Note for 5.20% Senior Notes due 2015 (filed as Exhibit 4.5 to our Current Report on Form 8-K, filed
June 6, 2005 and incorporated herein by reference).

Amended Stock Option Plan of the Company (filed as Exhibit 10.1 to Amendment No. 1 to our Registration
Statement on Form S-1, filed July 15, 1994, File No. 33-79394 and incorporated herein by reference).

1997 Stock Incentive Plan of the Company (filed as Appendix D to our Joint Proxy Statement on Schedule 14A,
filed November 14, 1997 and incorporated herein by reference).

Form of Directors Indemnification Agreement (filed as Exhibit 10.20 to Amendment No. 3 to our Registration
Statement on Form S-1, filed August 23, 1994, File No. 33-79394 and incorporated herein by reference).

Form of Severance Agreement, each dated as of March 1, 2004 except as otherwise noted, by and between Affiliated
Computer Services, Inc. and each of Jeffrey A. Rich, Mark A. King, Warren D. Edwards, Lynn Blodgett, Harvey
Braswell (September 14, 2004), John Brophy and William L. Deckelman, Jr. (filed as Exhibit 10.1 to our Quarterly
Report on Form 10-Q, filed May 17, 2004 and incorporated herein by reference).

Form of Amendment No. 1 to Severance Agreement, each dated as of February 2, 2005, by and between Affiliated
Computer Services, Inc. and each of Jeffrey A. Rich, Mark A. King, Warren D. Edwards, Lynn Blodgett, Harvey
Braswell, John Brophy and William L. Deckelman, Jr. (filed as Exhibit 10.1 to our Quarterly Report on Form 10-Q,
filed February 8, 2005 and incorporated herein by reference).

Severance Agreement, dated as of February 2, 2005, by and between Affiliated Computer Services, Inc. and John
Rexford (filed as Exhibit 10.2 to our Quarterly Report on Form 10-Q, filed February 8, 2005 and incorporated herein
by reference).

Severance Agreement, dated as of June 13, 2005, by and between Affiliated Computer Services, Inc. and Tom Burlin
(filed as Exhibit 10.1 to our Current Report on Form 8-K, filed June 16, 2005 and incorporated herein by reference).

Supplemental Executive Retirement Agreement, dated as of December 15, 1998, by and between Affiliated
Computer Services, Inc. and Darwin Deason (filed as Exhibit 10.13 to our Annual Report on Form 10-K, filed
September 29, 1999 and incorporated herein by reference).

Amendment to Supplemental Executive Retirement Agreement, dated as of November 13, 2003, by and between
Affiliated Computer Services, Inc. and Darwin Deason (filed as Exhibit 10.1 to our Quarterly Report on Form 10-Q,
filed February 17, 2004 and incorporated herein by reference).

Amendment No. 2 to Supplemental Executive Retirement Agreement, dated as of June 30, 2005, by and between
Affiliated Computer Services, Inc. and Darwin Deason (filed as Exhibit 10.1 to our Current Report on Form 8-K,
filed July 1, 2005 and incorporated herein by reference).

Employment Agreement, dated February 16, 1999 between the Company and Darwin Deason (filed as
Exhibit 10(iii) (A) to our Quarterly Report on Form 10-Q, filed May 17, 1999 and incorporated herein by
reference).

Affiliated Computer Services, Inc. 401 (k) Supplemental Plan, effective as of July 1, 2000, as amended (filed as
Exhibit 10.15 to our Annual Report on Form 10-K, filed September 13, 2004 and incorporated herein by reference).

Five Year Competitive Advance and Revolving Credit Facility Agreement, dated as of October 27, 2004, by and
among Affiliated Computer Services, Inc., other Borrowers from time to time party thereto, the Lender Parties from
time to time party thereto, JPMorgan Chase Bank, as Administrative Agent, Wells Fargo Bank, National
Association, as Syndication Agent, and others (filed as Exhibit 10.1 to our Current Report on Form 8-K, filed
October 29, 2004 and incorporated herein by reference).

Guaranty, dated as of October 27, 2004, by Affiliated Computer Services, Inc. for the benefit of JPMorgan Chase
Bank, as Administrative Agent for the benefit of the Lender Parties (filed as Exhibit 10.2 to our Current Report on
Form 8-K, filed October 29, 2004 and incorporated herein by reference).
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Exhibit

Number Exhibit Name

10.15*  Affiliated Computer Services, Inc. Executive Benefit Plan, effective as of January 1, 2002, as amended.

10.16 Summary of Independent Director Compensation (filed as Item 1.01 of our Current Report on Form 8-K, filed
August 29, 2005 and incorporated herein by reference)

10.17*  Form of Stock Option Agreement

10.18*  Form of Stock Option Agreement (UK grant)

21* Subsidiaries of the Company

23.1* Consent of PricewaterhouseCoopers LLP

23.2¢% Consent of Value Incorporated

31.1% Certification of Chief Executive Officer of Affiliated Computer Services, Inc. pursuant to Rule 13a-14(a)
promulgated under the Securities Exchange Act of 1934, as amended.

31.2* Certification of Chief Financial Officer of Affiliated Computer Services, Inc. pursuant to Rule 13a-14(a)
promulgated under the Securities Exchange Act of 1934, as amended.

32.1% Certification of Chief Executive Officer of Affiliated Computer Services, Inc. pursuant to Rule [3a-14(b)
promulgated under the Securities Exchange Act of 1934, as amended and Section 1350 of Chapter 63 of Title 18 of
the United States Code. Pursuant to SEC Release 34-47551, this Exhibit is furnished to the SEC and shall not be
deemed to be “filed.”

32.2% Certification of Chief Financial Officer of Affiliated Computer Services, Inc. pursuant to Rule 13a-14(b)

promulgated under the Securities Exchange Act of 1934, as amended and Section 1350 of Chapter 63 of Title 18 of
the United States Code. Pursuant to SEC Release 34-47551, this Exhibit is furnished to the SEC and shall not be
deemed to be “filed.”

* Filed herewith.
+ Management contract or compensatory plan or arrangement.
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